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Budget  Message 

By 

GOVERNOR  GOODWIN  J.  KNIGHT 
1955-56  Budget 

To  the  Senate  and  Assembly  of  the  Legislature  of  California: 

In  conformity  with  Section  34,  Article  IV,  of  the  Constitution, 
I  submit  to  you  the  Budget  for  the  State  of  California  for  the 
Fiscal  Year  ending  June  30,  1956.  It  is  a  realistic  budget  of  the 
needs  and  obligations  of  our  growing,  forward-looking  State. 
It  is  a  budget  which  continues  to  call  for  strict  economy  in  state 
expenditures  without  sacrificing  the  quality  of  essential  services. 
It  is  again  a  budget  with  more  than  half  its  outlay  devoted  to  the 
State's  assistance  to  counties,  cities,  and  school  districts  largely 
under  fixed  and  continuing  appropriations. 

In  formulating  this  budget  I  have  complied  with  the  spirit  and 
the  letter  of  the  Constitution,  which  requires  the  Governor  to 
submit  to  the  Legislature  a  complete  plan  of  all  expenditures  of 
the  State  and  of  all  estimated  revenues  and  which  makes  this 
further  mandate: 

"If  the  proposed  expenditures  for  the  ensuing  fiscal  year 
shall  exceed  the  estimated  revenues  therefor,  the  Governor 
shall  recommend  the  sources  from  which  the  additional  reve- 
nue shall  be  provided. ' ' 

The  expenditure  requirements  for  the  ensuing  year  are  estimated 
at  $1,529,768,426.  Following  is  a  comparison  with  the  last  com- 
pleted year  and  the  current  year : 

Millions  of  dollars 

Actual  Estimated         Proposed 

1953-54  1954-55  1955-56 

State  Operations $346.9  $376.6  $414.5 

Capital  Outlay 286.9  313.3  292.9 

Local  Assistance 747.6  783.4  822.4 

Totals $1,381.4        $1,473.3        $1,529.8 

I  shall  first  discuss  the  more  important  elements  of  the  expendi- 
ture estimates  under  the  three  major  divisions  of  State  Opera- 
tions, Capital  Outlay,  and  Local  Assistance. 

STATE  OPERATIONS 

The  expenditures  for  State  Operations  are  based  on  the  policy 
of  making  every  effort  to  serve  a  growing  population  without 
increasing  costs.  In  general,  increases  are  limited  to  those  made 
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absolutely  necessary  by  heavier  work.  Improvements  in  services 
are  provided  in  a  few  cases  where  there  is  a  strong  showing 
that  more  effective  programs  will  produce  economy  in  the  long  run. 

Mental  Hygiene 

Mental  Hygiene  is  the  principal  example  of  a  department  for 
which  provision  is  made  for  an  orderly  program  of  improved 
treatment,  with  the  objective  of  more  rapid  cures  and  shorter 
hospitalization,  resulting  in  greater  long-term  economy.  Support 
appropriations  recommended  for  the  Department  of  Mental  Hy- 
giene amount  to  $70,890,813,  an  increase  of  $7,096,372,  or  11.1 
percent  over  the  current  year.  There  will  be  an  estimated  average 
of  48,462  patients  in  its  14  hospitals  during  the  year,  which  is 
3,000,  or  6.6  percent  more  than  this  year's  number.  Provision  is 
made  for  staffing  new  wards  and  treatment  centers  and  for  gen- 
eral improvements  in  the  nursing  and  medical  staffing  of  hospitals. 

Education 

State  Colleges 

One  of  our  largest  and  most  important  budget  problems  for 
next  year  and  for  a  good  many  years  beyond  is  that  of  meeting  the 
needs  of  higher  education.  A  dramatic  increase  in  birth  rate,  be- 
ginning about  20  years  ago,  together  with  heavy  in-migration,  which 
has  already  swollen  attendance  in  the  elementary  and  secondary 
schools,  is  now  having  greater  and  greater  effect  on  the  enroll- 
ments in  our  state  colleges  and  university.  For  next  year  enroll- 
ments will  increase  from  34,461  to  38,181,  or  10.8  percent  in  the 
state  colleges.  During  the  current  year  enrollments  in  the  state 
colleges  will  exceed  this  year's  budget  estimates  by  more  than 
3,400  students.  With  relatively  small  augmentation  from  the 
additional  students'  fees,  this  10  percent  overload  will  be  car- 
ried in  the  current  year  without  increased  appropriations.  For 
the  ensuing  fiscal  year  provision  is  made  for  relief  from  this 
overload  and  for  the  anticipated  further  increase  in  enrollments. 
The  forecast  of  enrollments  is  believed  to  be  a  reasonable  esti- 
mate of  the  number  of  qualified  students,  under  new  admission 
rules,  who  can  be  accommodated  within  available  facilities  and 
with  the  additions  to  teaching  staffs  which  can  be  recruited. 
Accordingly  appropriations  for  the  state  colleges  are  proposed 
at  $25,661,010.  This  is  an  increase  of  14.4  percent  over  the  cur- 
rent year,  in  face  of  the  estimated  increase  in  enrollment  of 
10.8  percent.  The  more  valid  comparison,  however,  is  with  the 
appropriations  and  enrollments  of  1953-54.  The  increase  over  that 
year  will  be  $5,893,389,  or  29.8  percent,  while  the  increase  in 
enrollments  will  be  28.0  percent. 

University  of  California 

The  estimated  increase  in  enrollments  on  the  eight  campuses  of 
the  University  of  California,  while  less  than  that  forecast  for  the 
state  colleges,  is  nevertheless  substantial.  The  university  expects 
an  enrollment  in  1955-56  of  36,651  students,  an  increase  of  7.4 
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percent  over  the  current  year  and  12.9  percent  over  1953-54.  The 
Regents  and  the  President  of  the  University  have  presented  what 
I  believe  to  be  a  very  carefully  and  conservatively  planned  budget 
which  calls  for  a  state  support  appropriation  of  $62,539,152,  an 
increase  of  4.1  percent  over  the  current  year.  I  am  recommending 
this  budget  to  you  without  change. 

During  the  1954  Budget  Session,  consideration  was  given  to  the 
possible  use  by  the  regents  of  some  $13,000,000  in  reserve  funds 
which  the  university  had  accumulated  from  federal  reimburse- 
ments for  overhead  costs  on  research  projects  and  from  accumu- 
lated savings.  It  was  the  final  conclusion  of  the  Legislature  that 
the  regents  could  apply  $3,300,000  of  these  funds  to  meet  its 
requirements  for  the  current  year.  It  now  appears  that  only 
$1,500,000  of  these  funds  will  be  needed  for  current  expenses. 
The  regents  have  allocated  the  remainder  of  the  $13,000,000,  plus 
some  further  accretions,  to  a  program  of  constructing  students' 
residence  halls  and  other  capital  outlay  which  will  produce  future 
income. 

Corrections 

The  support  appropriations  for  the  Department  of  Corrections 
are  recommended  at  $23,811,703,  an  increase  of  $2,664,369,  or 
12.6  percent.  Average  inmate  population  is  estimated  at  16,450 
for  the  ensuing  year,  an  increase  of  7.4  percent  over  the  current 
year. 

Additional  facilities  will  be  manned  at  Vacaville,  at  Tehachapi 
which  is  now  a  rehabilitated  unit  for  men,  and  at  the  temporary 
colony  near  San  Luis  Obispo  which  will  reduce  overcrowding  in 
the  other  prisons. 

Our  prisons  are  growing  at  a  rate  substantially  greater  than 
the  3  percent  annual  increase  in  total  population.  We  are  under- 
taking a  comprehensive  study  of  crime  incidence,  probation, 
term  fixing  and  parole  policies,  with  the  objective  that  sound 
measures  may  be  found  to  stem  the  trend  of  increasing  prison 
costs. 

Youth  Authority 

The  Department,  of  the  Youth  Authority  will  require  a  total 
support  appropriation  of  $9,257,885,  an  increase  of  9.4  percent 
over  the  current  year,  which  is  at  almost  exactly  the  anticipated 
rate  of  increase  in  the  number  to  be  committed  to  the  four  schools 
for  boys  and  the  two  girls'  schools. 

Alcoholic  Beverage  Control 

The  support  appropriation  proposed  for  the  new  Department 
of  Alcoholic  Beverage  Control  amounts  to  $2,950,934  for  1955-56 
which  will  be  the  first  full  year  of  operation  of  the  new  depart- 
ment. I  am  giving  my  full  and  hearty  support  to  a  strong, 
effective,  equitable  administration  of  this  important  responsi- 
bility. I  am  hopeful  that  after  the  first  year's  experience  under 
the  new  concept,  economies  will  be  developed  which  will  pei^mit 
us  to  operate  this  department  at  a  smaller  cost  to  the  State. 


Fish  and  Game 

The  support  expenditures  for  the  Department  of  Fish  and 
Game  are  recommended  at  $7,757,622,  an  increase  of  3.4  percent, 
which  is  the  amount  needed  to  maintain  the  present  level  of 
services  and  staffing.  There  is  a  serious  need  to  bring  the  Wild- 
life Protection  Branch  of  the  department  up  to  essential  stand- 
ards. The  staff  of  wardens  and  patrol  captains  has  failed  to  keep 
pace  with  the  tremendous  increase  in  the  number  of  hunters  and 
anglers.  I  believe  it  is  most  important  that  the  existing  fish  and 
game  be  more  adequately  protected. 

Under  present  law  the  department's  operating  expenses  are 
paid  out  of  the  Fish  and  Game  Preservation  Fund  made  up 
principally  from  angling  and  hunting  license  fees.  In  spite  of  the 
heavy  increases  in  licenses,  the  fund  has  not  been  able  to  keep 
pace  with  greater  costs,  due  principally  to  the  rise  in  price  and 
wage  levels.  I  do  not  believe  it  advisable  to  use  General  Fund 
moneys  for  this  purpose,  and  since  hunting  and  angling  license 
fees  are  already  at  rates  generally  in  line  with  those  of  other 
states,  we  should  look  to  other  sources  of  financing  the  needed 
increase  in  the  Wildlife  Protective  Services.  I  suggest  as  a  pos- 
sible source,  a  portion  of  additional  revenues  from  horseracing, 
which  I  will  discuss  more  fully  later  in  this  message.  One  other 
possibility  would  be  a  modification  of  the  formula  by  which  pres- 
ent horseracing  revenues  are  allocated,  to  the  end  that  a  small 
portion  of  the  money  going  to  fairs  might  be  allocated  to  the 
Wildlife  Protection  Service. 

There  is  a  need  also  for  developing  projects  which  will  make 
more  hunting  and  fishing  opportunities  available  to  the  public, 
which  I  will  discuss  under  Capital  Outlay. 

Highway  Patrol 

The  Highway  Patrol  will  require  $19,380,606  for  its  support  in 
1955-56,  an  increase  of  $2,062,937,  or  11.9  percent,  which  is  mainly 
for  an  augmentation  in  manpower  of  270  additional  patrolmen. 
The  force  should  be  increased  still  further  to  make  it  adequate 
to  meet  present  day  highway  enforcement  needs,  but  270  appears 
to  be  the  number  of  well  qualified  men  that  can  readily  be  re- 
cruited and  trained  in  one  year. 

Salary  Increases 

The  Legislature  has  wisely  enacted  laws  which  contemplate 
salary  rates  for  employees  of  the  State  comparable  to  those  in 
private  industry  and  other  governmental  jurisdictions,  based  on 
the  principle  of  like  pay  for  like  work.  You  have  also  established 
a  procedure  whereby  the  State  Personnel  Board  reports  each  year 
to  the  Governor  and  to  the  Legislature  the  findings  of  its  survey 
of  prevailing  pay  rates.  The  Personnel  Board  has  reported  that 
salaries  in  the  state  service  are  lagging  behind  those  in  private 
industry  and  other  governmental  jurisdictions  to  the  extent  that 
an  increase  averaging  5  percent  is  fully  justified  for  the  ensuing 
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fiscal  year.  Provision  is  made  in  the  budget  for  the  amounts  neces- 
sary to  meet  such  an  increase.  California  has  a  tradition  of  high 
standards  in  the  personnel  of  its  State  Government,  and  maintain- 
ing proper  pay  levels  is  an  important  element  in  continuing  such 
high  standards.  I  heartily  recommend  the  approval  of  the  pro- 
posed salary  increase  item. 

Included  also  is  provision  for  adjusting  the  salaries  of  depart- 
ment heads  and  members  of  boards  and  commissions  whose  sal- 
aries are  fixed  by  statute.  The  Assembly  Interim  Committee  on 
Civil  Service  and  Personnel  has  recently  made  recommendations 
for  moderate  increases  in  these  statutory  salaries,  which  in  my 
opinion  are  overdue  and  fully  justified.  Amounts  to  finance  them 
are  included  in  the  proposed  appropriation  for  salary  increases. 

All  of  these  salary  increases  will  require  $11,306,480  from  the 
General  Fund,  $4,730,968  from  special  funds  and  $2,193,697  from 
trust  and  utility  funds. 

Total  State  Operations 

Over  all,  the  total  proposed  expenditures  for  State  Operations 
aggregate  $414,515,174,  a  net  increase  of  $37,924,588,  or  10.1  per- 
cent, which  includes  the  proposed  5  percent  salary  increase  as 
well  as  a  recommended  emergency  fund  of  $1,500,000.  Tour  care- 
ful analysis  will  show  that  expenditures  proposed  for  State  Opera- 
tions are  determined  on  a  strictly  economical  basis. 


CAPITAL  OUTLAY 

The  budget  for  capital  outlay  may  be  divided  into  three  main 
parts :  (a)  the  highway  construction  and  improvements  program, 
(b)  the  state  building  construction  program,  and  (c)  the  beach 
and  park  program. 

Highway  Construction 

The  highway  construction  program  for  1955-56,  as  proposed  in 
this  budget,  contemplates  continuing  the  present  6  cents  per  gal- 
lon motor  vehicle  fuel  tax  and  the  other  related  increase  in  high- 
way user  revenues  enacted  in  1953.  Unless  affirmative  action  is 
taken  by  the  Legislature  at  this  session,  present  rates  will  expire 
June  30,  1955.  I  have  the  firm  conviction  that  the  present  level 
of  highway  user  taxes  should  be  maintained  in  order  to  continue 
at  existing  rates  the  good  progress  which  is  being  made  in  elimi- 
nating critical  deficiencies  in  our  State  Highway  System.  I  have 
asked  the  Highway  Commission  to  include  in  the  budget  program 
projects  amounting  to  approximately  $25,000,000  which,  unless 
the  present  rates  are  continued,  must  be  eliminated  from  this 
budget.  I  feel  sure  that  the  people  of  our  State  are  quite  willing 
to  pay  these  higher  rates  in  order  to  avoid  what  woidd  otherwise 
be  long  delays  in  meeting  the  highway  deficiencies  throughout  the 
State. 
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State  Building  Construction  Program 

In  response  to  the  need  for  long-term  planning  for  the  building 
construction  requirements  of  the  State  and  in  line  with  one  of  the 
resolutions  of  your  last  special  session,  I  appointed  an  advisory 
committee  of  department  heads  to  assist  in  developing  a  long- 
term  appraisal  of  construction  requirements  and  a  five-year  pro- 
gram of  projects  to  meet  those  requirements.  This  committee  has 
submitted  a  preliminary  report  which  is  now  in  process  of  refine- 
ment for  submission  to  the  Legislature  through  the  Director  of 
Finance.  It  will  present  a  well-considered  and  conservative  ap- 
praisal of  needs  in  terms  of  projected  student  enrollments  in  the 
university  and  in  the  state  colleges,  patients  to  be  treated  and 
cared  for  in  our  state  hospitals,  admissions  to  our  adult  correc- 
tional institutions  and  youth  training  schools,  and  other  require- 
ments. It  will  present  a  schedule  of  thoroughly  justified  projects 
which  must  be  constructed  in  the  next  five  years  in  order  to  meet 
these  projected  needs. 

The  five  years  immediately  ahead  are  critical  ones  since  needs 
will  grow  at  rates  much  greater  than  the  population  and  the  an- 
ticipated expansion  in  the  economy  and  tax  base.  Our  population 
is  growing  at  the  rate  of  approximately  3  percent  annually  and, 
assuming  no  significant  boom  or  depression,  we  can  conservatively 
expect  our  tax  base  to  increase  at  substantially  the  same  3  percent 
rate.  Compared  to  this,  however,  we  must  face  increases  in  college 
and  university  enrollments  approximating  10  percent  per  year 
and  increases  in  our  hospitals  and  correctional  institutions  of 
almost  5  percent  annually.  Our  five-year  building  construction 
program  will  call  for  outlays  of  more  than  $400,000,000.  Fortu- 
nately, the  Legislature  wisely  provided  for  reserving  for  Capital 
Outlay  purposes  the  General  Fund's  share  of  the  impounded  tide- 
land  oil  royalty  funds  when  the  federal  title  question  was  favor- 
ably terminated.  This  amounts  to  approximately  $37,000,000 
which,  together  with  savings  through  economies  in  previous  con- 
struction and  planning  and  a  recommended  augmentation  of 
$16,000,000  from  the  General  Fund,  will  provide  a  budget  of 
$63,000,000  as  next  year's  part  of  the  Capital  Outlay  program. 

As  you  will  see  from  the  more  detailed  analysis  in  the  Capital 
Outlay  part  of  the  budget,  the  following,  in  round  numbers,  are 
the  principal  components  of  next  year's  program: 

University  of  California $8,700,000 

State  Colleges 18,700,000 

Mental  Hygiene  Hospitals 19,900,000 

Adult  Correctional  Facilities 7,600,000 

Youth  Authority  Facilities 2,000,000 

This  $63,000,000  portion  of  the  five-year  program  budgeted  for 
1955-56  contains  the  top  priority  projects  which  must  be  financed 
now   to    meet   unquestioned   needs.    There    remain   more    than 
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$300,000,000  in  projects  which  must  be  undertaken  in  the  subse- 
quent four  years  ending  with  Fiscal  Year  1959-60  to  provide  the 
facilities  which,  under  conservative  estimates,  will  be  badly 
needed  because  of  further  increases  in  students,  patients,  correc- 
tional cases  and  other  requirements.  Some  part  of  this  future 
outlay  shoidd  be  financed  each  year  from  current  funds.  There  is 
no  prospect  at  this  time,  however,  of  there  being  sufficient  current 
revenues  to  defray  this  entire  program.  Accordingly  I  recom- 
mend for  your  consideration  the  submission  to  the  voters  of  a 
proposed  bond  issue  of  approximately  $200,000,000  to  help  finance 
the  remainder  of  the  five-year  program.  The  proceeds  should  be 
made  subject  to  specific  direction  by  the  Legislature  as  to  projects 
to  be  undertaken  and  should  be  available  to  augment  what  cur- 
rent revenues  we  may  be  able  to  devote  to  capital  outlay  during 
this  period.  Our  State  enjoys  a  high  credit  rating  and  we  may 
anticipate  a  low  interest  cost  for  such  a  bond  issue.  Generally  I 
am  a  strong  advocate  of  a  pay-as-you-go  financing  program  for 
government  expenditures.  Here,  however,  we  have  an  extraordi- 
nary need  which  woidd  cause  an  excessive  burden  if  raised  by 
current  taxes.  I  believe  we  have  reasonable  hopes  that  after  hav- 
ing accomplished  this  five-year  program  of  plant  expansion  the 
further  requirements  may  be  more  nearly  at  the  rate  of  expansion 
of  the  State's  economy  and  tax  base  and  may  therefore  be  financed 
from  current  revenues. 

Fishing  and  Hunting  Access  Roads  and  Trails 

There  is  a  great  need  for  making  certain  coastal  and  inland 
fishing  waters  and  certain  hunting  areas  available  to  public  use 
which  are  not  available  because  of  the  absence  of  access  roads  and 
trails.  I  recommend  that  a  program  for  such  projects  be  author- 
ized, to  be  financed  from  the  additional  revenues  to  be  derived 
from  horse  race  wagering  or  from  a  reallocation  of  a  portion  allo- 
cated to  fairs.  I  understand  that  a  great  deal  coidd  be  accomplished 
for  an  amount  not  to  exceed  $2,500,000. 

Beach  and  Park  Program 

Capital  outlay  is  recommended  for  the  Division  of  Beaches  and 
Parks  in  the  amount  of  $2,400,000.  The  program  recommended 
for  this  year  is  limited  primarily  to  expanding  existing  facilities 
so  as  to  provide  more  public  accommodations. 

The  Public  Resources  Code  has  since  1943  earmarked  70  per- 
cent of  the  receipts  from  royalties  on  tideland  oil  operations  for 
state  beach  and  park  purposes.  During  the  time  these  moneys 
were  impounded  pending  the  settlement  of  the  question  of  title 
raised  by  the  Federal  Government,  the  General  Fund  advanced 
moneys  for  beach  and  park  capital  outlay  purposes  and  acquisi- 
tions were  confined  to  those  which  could  be  financed  from  the 
$15,000,000  appropriation  made  in  1945.  When  the  tideland  dis- 
pute was  settled  and  the  impounded  moneys  released  in  Septem- 
ber, more  than  $32,000,000  was  paid  into  the  State  Beach  and 
Park  Funds.  These  amounts,  however,  are  not  available  for  ex- 
penditure until  appropriated  by  the  Legislature.  The  State  Park 
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Commission  has  developed  a  recommended  five-year  program  of 
beach  and  park  acquisition  and  development  which  would  con- 
sume all  of  these  funds.  Before  such  a  program  can  be  undertaken, 
however,  some  basic  policies  must  be  decided  by  the  Legislature, 
among  which  are:  (1)  whether  we  should  continue  the  require- 
ment that  all  state  moneys  for  acquisition  of  beaches  and  parks 
be  matched  by  local  or  private  interests;  and  (2)  whether  the 
future  beach  and  park  program  should  be  geared  to  tideland  oil 
production.  I  question  if  there  will  be  time  during  this  session 
for  a  thorough  consideration  of  these  policies.  The  wiser  course, 
in  my  judgment,  is  to  make  a  comprehensive  interim  study  of  the 
whole  matter,  meanwhile  carefully  preserving  these  moneys  for 
future  use. 

LOCAL  ASSISTANCE 

As  was  previously  indicated,  more  than  half,  in  fact  $822,394,- 
552,  or  53.8  percent  of  the  total  expenditures  for  the  next  fiscal 
year  are  required  for  assistance  to  local  units  of  government.  The 
largest  part  of  this  sum  will  go  for  the  State 's  share  of  the  support 
of  the  public  school  system,  which  will  amount  to  more  than  $469,- 
000,000  an  increase  of  $33,000,000,  or  7.6  percent,  over  the  current 
fiscal  year.  Here  again  is  an  element  in  our  budget  which  will  in- 
crease at  more  than  twice  the  rate  of  our  total  population  growth, 
not  only  next  year  but  for  all  foreseeable  years  in  the  future.  Let 
me  make  it  clear  that  I  am  a  strong  supporter  of  a  sound,  up-to- 
date  program  of  public  education.  The  whole  future  of  our  State 
depends  upon  such  a  program.  I  am  directing  special  attention 
to  these  costs  not  in  criticism  of  our  system  of  free  public  educa- 
tion but  rather  with  the  purpose  of  strengthening  our  financial 
support  for  it. 

The  above  amount  does  not  provide  for  continuing  child  care 
centers  for  which  the  State  will  spend  approximately  $3,800,000 
during  this  current  year.  Provision  is  not  carried  forward  into 
the  budget  for  next  fiscal  year  because  in  the  1953  act  the  Legis- 
lature made  clear  its  position  that  in  its  present  form  the  pro- 
gram for  child  care  centers  was  considered  to  be  a  war  condition 
measure  which  should  expire  at  June  30,  1955,  the  end  of  the 
present  year.  I  am  not  opposed  to  a  permanent  program  of  child 
care  centers  if  the  Legislature  should  see  fit  to  enact  the  required 
basis  for  such  a  permanent  program  with  appropriate  sharing  of 
costs  between  the  local  school  districts,  the  participating  parents, 
and  the  State. 

Other  programs  of  local  assistance,  including  those  for  Public 
Health,  Social  Welfare,  and  Flood  Control,  are  included  at  sub- 
stantially present  levels. 

REVENUE  DEFICIENCY 

This  State  is  in  a  sound  financial  condition  and  enjoys  a  top 
credit  rating.  It  is  essential  to  the  entire  economy  of  California 
that  the  solvency  of  the  State  Government  be  maintained  and  its 


good  credit  be  preserved.  To  carry  out  this  responsibility  we  must 
face  up  to  a  simple,  hard  fact:  The  State  Government,  largely 
through  direct  vote  of  its  citizens,  is  committed  to  an  expenditure 
program  which  calls  for  more  money  than  our  present  revenue 
system  will  produce.  In  Fiscal  Year  1952-53  General  Fund  ex- 
penditures exceeded  revenues  by  $23,286,000;  in  Fiscal  Year 
1953-54  the  deficiency  was  $46,000,000.  For  the  current,  1954-55, 
Fiscal  Year,  under  the  revised  estimate  the  deficiency  will  be 
$52,000,000. 1  The  expenditures  as  estimated  in  this  budget  for 
1955-56  will  exceed  estimated  revenues  by  $99,900,000.  (This  de- 
ficiency is  actually  $147,000,000  if  we  take  our  capital  outlay 
budget  into  account  and  consider  the  use  of  the  tideland  oil  royal- 
ties funds  and  other  accumulations  in  the  Capital  Outlay  and  Sav- 
ings Fund  amounting  to  $48,000,000.)  When  we  apply  our  carry- 
over surplus  of  $30,721,433  we  are  faced  with  a  net  deficiency  of 
$69,213,088  for  next  year. 

It  is  significant  that  this  revenue  shortage  is  very  nearly  the 
amount  of  next  year's  cost  of  the  added  State's  school  support 
voted  by  Proposition  2  in  November  of  1952.  The  amendment 
under  that  proposition  raised  the  State's  school  support  from 
approximately  $147  per  year  per  pupil  to  the  present  $180. 
This  increase  of  $33  per  unit  of  attendance,  when  multiplied  by 
the  total  attendance  of  2,375,000,  gives  us  a  cost  of  $78,375,000 
for  next  year.  We  have  postponed  the  financing  of  the  added 
cost  of  this  measure  from  year  to  year  by  meeting  it  out  of  accu- 
mulated reserves.  We  cannot  postpone  longer  the  unpleasant 
responsibility  of  increasing  revenues  without  jeopardizing  the 
State's  solvency.  True,  by  exhausting  all  reserves,  one  more  year's 
expenditures  could  be  met.  This  would  be  unsound  fiscal  manage- 
ment. It  would  leave  the  State  without  any  cushion  whatever  to 
meet  even  a  small  business  slump  or  a  slight  failure  to  forecast 
revenues  accurately.  Moreover  the  deficit  which  would  face  us  in 
the  1956  30-day  budget  session  in  financing  the  1956-57  budget 
would  be  staggering  as  will  be  seen  from  the  following  forecasts : 

GENERAL  FUND 

(Millions  of  dollars) 


1955-56  1956-57 

Estimated  revenues,  present  laws $845.7  $871.0 


Estimated  expenditures 

State  operations $300.2  $315.0 

Capital  outlay 15.9  25.0 

Local  assistance 629.5  669.0 

Total  expenditures $945.6  $1,009.0 

Current  deficiency —$99.9  —$138.0 


1  At  the  close  of  the  1954  Budget  Session  the  deficiency  was  estimated  at  $82,000,000.  A  slight 
apparent  improvement  in  revenue  yields,  together  with  savings  in  expenditures  brings  about 
this  revised  estimate. 
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Without  additional  revenues  at  this  point  the  only  alternative 
would  be  the  registration  of  warrants.  It  must  be  remembered 
also  that  our  revenues  are  closely  geared  to  economic  conditions. 
The  above  projections  assume  a  moderate  increase  in  business 
volume  and  income.  A  slump  of  as  much  as  10  percent  would 
shrink  revenues  by  more  than  80  million  dollars  per  year. 

I  have  said  repeatedly  that  a  sound  public  finance  program 
neither  incurs  heavy  deficits  nor  piles  up  large,  unneeded  sur- 
pluses, and  that  I  would  oppose  increasing  taxes  while  huge 
reserves  were  still  on  hand.  It  can  readily  be  seen,  however,  that 
we  are  reaching  the  end  of  heavy  reserves  and  that  we  need  look 
only  one  short  year  into  the  future  to  see  that  we  are  headed  for 
insolvency  unless  some  action  is  taken  to  put  our  budget  into 
balance. 

The  obvious  first  approach  in  dealing  with  an  unbalanced 
budget  should  be  toward  reducing  expenditures.  The  budget  I  am 
submitting  has  been  carefully  reviewed  as  to  controllable  ex- 
penditures. More  than  two-thirds  of  the  General  Fund  budget  is 
composed  of  fixed  charges  provided  by  the  Constitution  or  con- 
tinuing appropriations.  Most  of  this  is  for  support  of  schools, 
and  for  old  age  assistance,  aid  to  needy  children,  and  such  outlays. 
The  people  have  repeatedly  given  their  support  to  these  programs, 
and  we  know  full  well  that  no  significant  reductions  can  be  made 
in  this  part  of  the  budget. 

A  large  part  of  the  remaining  one-third  is  taken  up  with 
operating  our  state  hospitals,  prisons,  and  other  functions  where 
there  is  small  possibility  of  substantial  reductions  without  serious 
lowering  of  standards.  I  am  confident  you  will  find  the  budget  I 
am  submitting  is  a  sound  and  tight  one  on  controllable  expendi- 
tures. A  realistic  and  objective  analysis  will  demonstrate  that  even 
the  most  stringent  and  arbitrary  budget  cutting  could  not  meet  the 
deficits  with  which  we  are  faced. 

I  am  accordingly  recommending  as  the  most  sound  and  prudent 
course  of  action,  first,  a  further  use  of  reserves — but  not  their 
complete  exhaustion — and,  second,  a  moderate  augmentation  of 
revenues. 

I  propose  that  the  General  Fund  carry-over  surplus  amounting 
to  $30,721,000  be  used  directly  to  meet  General  Fund  expenditures 
and  that  the  entire  balance  in  the  Capital  Outlay  and  Savings 
Fund  (a  holding  reserve  derived  from  General  Fund  sources) 
be  applied  to  1955-56  Capital  Outlay  indirectly  relieving  the 
General  Fund  by  $48,631,000.  This  balance  was  made  up  of  oil 
royalty  payments  of  $37,055,000  and  savings  from  prior  year 
Capital  Outlay  appropriations  of  $11,576,000. 

This  would  leave  the  Revenue  Deficiency  Fund  (the  "rainy 
day"  fund)  intact  to  be  available  both  as  a  revenue  deficiency 
cushion  in  a  future  year  and  as  a  fund  for  disaster  relief  in  case 
of  extreme  emergency. 

As  the  second  part  of  the  plan  I  recommend  that  steps  be  taken 
at  this  session  to  adjust  our  revenue  system  to  bring  income  more 
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nearly  into  line  with  required  expenditures  by  the  adoption  of  the 
following  measures : 

Increase  Excise  Tax  on  Alcoholic  Beverages 

California's  tax  rate  on  distilled  spirits  is  one  of  the  lowest  in 
the  Nation  at  the  present  rate  of  80  cents  a  gallon.  The  national 
average  of  such  state  taxes  is  more  than  $1.60  a  gallon.  I  recom- 
mend that  the  rate  be  increased  to  $1.50  a  gallon. 

The  state  excise  tax  on  beer  at  2  cents  per  gallon  is  even  further 
out  of  line  with  the  rates  in  other  states.  The  median  rate  is  6.75 
cents  per  gallon.  I  propose  a  moderate  increase  to  4  cents  a  gallon. 

Tax  on  Cigarettes  and  Tobacco  Products 

California  is  one  of  seven  states  which  do  not  levy  a  tax  on 
cigarettes  or  other  tobacco  products.  Forty-one  states  and  the  Dis- 
trict of  Columbia  now  employ  either  a  cigarette  tax  or  a  tobacco 
tax.  The  rates  vary  from  a  low  of  2  cents  per  package  on  cigarettes 
in  4  states  to  8  cents  per  package  in  one  state.  The  prevailing  rate 
is  3  cents  per  package.  I  recommend  the  adoption  of  a  cigarette 
tax  at  3  cents  per  package  with  a  comparable  tax  on  other  tobacco 
products. 

Increased  License  Fees  on  Horse  Racing 

Horse  racing  continues  to  be  a  lucrative  enterprise  which 
should,  without  undue  burden  either  to  the  wagerers  or  the  track 
owners,  be  taxed  at  moderately  increased  rates.  I  propose  that  the 
over-all  commissions  on  betting  pools  be  increased  by  1  percent, 
from  13  percent  to  14  percent,  with  a  corresponding  increase  in 
the  license  tax;  that  at  the  same  time  a  surtax  be  placed  on  the 
track  owners  which  will  place  a  heavier  tax  on  the  higher  brackets 
of  net  income. 

Following  is  an  estimate  of  the  yields  from  these  additional 
tax  sources: 

1955-56  Full  year 

Distilled  spirits  excise  tax,  from 

80^  to  $1.50  per  gallon $11,700,000     $14,000,000 

Excise  tax  on  beer  increased 
from  2^  to  4<j;  per  gallon 3,000,000        3,600,000 

Tax  on  cigarettes  and  tobacco 
products  at  3^  per  package  on 
cigarettes  and  20%  on  other 
products 50,100,000      57,000,000 

Horse-racing  license  fees  and  tax, 
1%  increase  on  wagers  and 
surtax  on  profits 5,600,000        5,600,000 

Total  estimated  yields $70,400,000    $80,200,000 
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The  above  program  for  increased  revenues  in  my  opinion  would 
involve  the  least  onerous  burden  upon  our  citizens  and  would  be 
an  important  step  toward  maintaining  the  solvency  of  our  State 
Government  and  permitting  it  to  carry  out  its  obligations. 

I  share  in  the  concern  which  many  people  have  with  the  ever- 
growing cost  of  government.  This  is  a  matter  which  deserves  the 
sober  and  thorough  consideration  of  all  good  citizens.  The  danger 
is  not  only  in  the  increasing  burden  of  taxes ;  it  is  even  more  in  the 
growing  tendency  to  look  to  government,  whether  it  be  Federal, 
State  or  local,  to  solve  problems  which  might  better  be  accom- 
plished by  private  initiative.  We  should  undertake  a  campaign  of 
public  education  with  the  objective  of  directing  people's  thinking 
toward  a  more  careful  counting  of  costs  when  new  government 
programs  and  enterprises  are  under  consideration.  Generally  our 
voters  have  used  good  judgment  in  voting  on  constitutional  amend- 
ments and  other  measures.  A  greater  assurance  of  wise  action 
might  be  afforded,  however,  if  the  costs  are  fully  disclosed  when 
new  measures  are  proposed. 

While  there  has  been  a  great  increase  in  the  State  Budget  since 
the  last  major  change  in  our  general  tax  system  was  made  in 
1935,  the  increase  has  not  been  at  a  greater  rate  than  the  growth 
in  the  total  income  of  the  people  of  the  State. 

In  Fiscal  Year  1936-37,  State  General  Fund  taxes  amounted 
to  $3.28  for  each  $100  of  individual  income  in  the  State.  In  the 
current  fiscal  year  the  State  General  Fund  tax  levy  will  amount 
to  $3.17  for  each  $100  of  individual  income.  The  additional  levies 
which  I  am  proposing  would  add  about  30  cents  to  the  $3.17  av- 
erage just  quoted. 

I  submit  this  budget  as  a  sound,  equitable  means  of  financing 
the  important  and  widespread  functions,  activities  and  responsi- 
bilities of  the  State  Government  for  the  fiscal  year  ahead.  I  offer 
the  full  cooperation  of  my  administration  in  aiding  you  in  your 
consideration  of  this  most  important  matter. 

Respectfully  submitted, 

Governor 
January  12,  1955 
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Letter  of  Transmittal 

Honorable  Goodwin  J.  Knight,  Governor  of  California 
State  Capitol,  Sacramento,  California 

Dear  Governor  Knight:  Transmitted  herewith  are  the  sum- 
mary tables  and  detailed  statements  for  the  Budget  of  the  State  of 
California  for  the  Fiscal  Year  July  1, 1955,  to  June  30,  1956,  com- 
piled in  conformity  with  your  policies  and  instructions. 

The  revenue  estimates  were  made  after  a  caref id  appraisal  of  the 
economic  situation  in  consultation  with  leading  economists.  Exact- 
ing review  has  been  given  to  expenditure  requirements  to  be  sure 
that  they  are  at  the  lowest  amounts  consistent  with  furnishing 
necessary  services  and  meeting  the  State's  obligations. 

Again  I  wish  to  express  appreciation  for  the  cooperation  re- 
ceived from  department  heads  and  staff  members  in  the  work  of 
compiling  this  budget  document. 


Respectfully  yours, 

\s  Director  of  Finance 

January  12,  1955 
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Schedule  1 
GENERAL   BUDGET   SUMMARY 


Reference 
schedule 
number 


Actual 
1953-54 


Estimated 
1954-55 


Estimated 
1955-56 


GENERAL  FUND 

ACCUMULATED  SURPLUS,  BEGINNING  OF  YEAR 

Prior  year-surplus  adjustments 

Reserve  for  unexpended  balance  of  the  appropriation  for  acquisition  of  the  Central 
Valley  Project 

ADJUSTED  SURPLUS 

INCOME: 
Revenue: 

Alcohol  beverage  taxes  and  licenses 

Bank  and  corporation  income  taxes 

Inheritance  and  gift  taxes 

Insurance  taxes 

Personal  income  taxes 

Retail  sales  taxes 

All  other  revenues 

Total  revenues 

OUTGO: 

Direct  Expenditures: 

State  Operations 

Capital  Outlay 

Local  Assistance 

Total  direct  expenditures 

Transfers  for  expenditure  from  other  funds 

TOTAL  OUTGO 

Deficiency  of  Current  Revenues 

Transfers  From  Other  Funds 

ACCUMULATED  SURPLUS  (—Deficit),  END  OF  YEAR 

RESERVE  FUNDS 

ACCUMULATED  SURPLUSES,  BEGINNING  OF  YEAR 

INCOME: 

Revenues:  Interest  on  investments 

Transfers  from  General  Fund  and  Special  Funds 

Total  Available  Funds 

OUTGO: 
Expenditures: 

State  Operations 

Capital  Outlay 

Local  Assistance 

Total  Expenditures 

Transfers  to  General  Fund 

TOTAL  OUTGO_ 

ACCUMULATED  SURPLUSES,  END  OF  YEAR 

a  Unexpended  balance  reverts  on  July  15,  1955. 


897,389,253 
2,186,055 


-3,953,840 


SUA, 021,468 


819,535,163 
125,025,800 
24,111,853 
34,324,894 
96,168,833 
465,050,653 
33,866,419 


5798.083,615 


S247,226,063 

2,819,821 

558,646,599 


S808,692,483 
835,162,465 


S843,854,948 


—845,771,333 


549,850,135 


$231,978,038 


31,754,813 
33,251,579 


$266,984,430 


31,283.339 

51,184,520 

3,972,463 


356,440,322 


356,440,322 


S210,544,108 


S53,803,975 
—3,632,265 


S50,171,710 


820,355,000 

129,200,000 

30,350.000 

38,500,922 

100,100.000 

473,100,000 

35,420,524 


SS27,026,446 


8270,000,817 

1,072,823 

589,172,797 


3860,246,437 
319,070,065 


3879.316,502 


-852,290,056 
29,207,514 


827,089,168 


3210,544,108 


81,722,680 
49,132,928 


8261,399,716 


31,198,543 
69,221,299 
10,359,290 


380,779,132 
27,369.821 


3108,148.953 


3153,250,763 


1,721,433 


330,721,433 


320,735,000 
131,600,000 
30,500,000 
39,000,000 
104,250,000 
484,750,000 
34,845,535 


SS45,680,535 


3298,289,384 

—361,680 

626,097,159 


8924,024,863 
321,590,193 


$945,615,056 


■399,934,521 


—369,213,088 


3153,250,763 


3950,000 
24,302,447 


$178,503,210 


8871,333 
67,335,344 
10,155,523 


378,362,200 


378,362,200 


3100,141,010 
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Schedule  1 
GENERAL   BUDGET   SUMMARY 


Reference 
schedule 
number 

Actual 
1953-54 

Estimated 
1954-55 

Estimated 
1955-56 

SPECIAL  FUNDS 
ACCUMULATED  SURPLUSES,  BEGINNING  OF  YEAR 

5 

2 
2 
2 
2 

2 
5 

3 
3 
3 

3 

5 

5 

5 
5 

5 
5 

5 

$154,391,633 

58,586,074 

18,288,331 

415,663,282 

29,071,380 

5111,643,916 

$9,025,000 

17,935,000 

437.6S9.000 

104,079,039 

S116.204.262 

INCOME: 

Revenueb: 

S8.905.000 

18,002,000 

451,498,375 

37,151,327 

5471,609,067 
51,970.000 

$568,728,039 
52,415,000 

$515,556,702 

51,880,000 

5473,579,067 

$571,143,039 

$517,436,702 

5627,970,700 

598,398,062 
232,893,033 
184,976,575 

5682,786,955 

$105,391,226 
243,052,531 
183,823,380 

S633.640.964 

OUTGO : 

Expenditures: 

$115,354,457 

225,885,036 

186,141,870 

$516,267,670 
$59,114 

$532,267,137 
$34,315,556 

5527,381,363 

$4,592,254 

$516,326,784 

$566,582,693 

5531,973,617 

ACCUMULATED  SURPLUSES,  END  OF  YEAR___       _   _ 

$111,643,916 

$485,944,979 
1,271,447,495 

$116,204,262 

5375,991,999 
1,395,477,165 

$101,667,347 

CONSOLIDATED  TOTALS,  ALL  FUNDS 
ACCUMULATED  SURPLUSES,  BEGINNING  OF  YEAR 

S298, 176,458 

1,362,187,237 

$1,757,392,474 
$1,381,400,475 

51.771,469,164 
Sl,473,292.706 

$1,660,363,695 

$1,529,768,426 

ACCUMULATED  SURPLUSES,  END  OF  YEAR         

5375,991,999 

5298,176,458 

5130,595,269 
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Schedule  1-A 

RECONCILIATION  OF  GENERAL  FUND  ACCUMULATED  SURPLUS  AS  OF  JUNE 

30,    1955,  AS   ESTIMATED   IN   THE    1954-55   BUDGET  WITH   THE 

AMOUNT   ESTIMATED   IN   THE    1955-56   BUDGET 


ACCUMULATED  SURPLUS,  JUNE  30,  1955,  as  estimated  in  the  1954-55 

Budget _._ 

Effect  of  Legislative  Action: 

Increased  state  support  for  University  of  California — $5,200,000 

Increased  support  of  state  colleges  in  lieu  of  increasing  fees — 407,207 

Provided  for  investigation  of  Feather  River  Project — 376,895 

Other  net  changes  to  support  appropriations — 312,984 

Decreased  capital  outlay  appropriations +734,160 

Increased  tuberculosis  subsidies — 847,238 

Provided  for  mosquito  and  gnat  control — 150,000 

Decreased  child  care  centers +200,000 

Increased  liquor  license  fees +865,000 

Decreased  transfer  from  School  Bond  Retirement  Fund — 630,179 

Provided  for  transfer  from  Employment  Contingent  Fund +1 ,477,948 

Reverted  part  of  reserve  for  Central  Valley  Project +5,401,895 

ACCUMULATED  SURPLUS,  as  reported  April  7,  1964  » 

Effect  of  Revised  Estimates  of  Revenues  and  Expenditures  as  Presented 
in  the  1955-56  Budget: 

Revenues  for  1953-54: 

Per  1954-55  Budget 3812,064,638 

Actual _ _-  798,083,615 

Revenues  for  1954-55: 

Per  1954-55  Budget S802,749,647 

Revised  estimate 827,026,446 

Expenditures  for  1953-54: 
State  Operations: 

Per  1954-55  Budget -  $254,024,430 

Actual 247,226,063 

Capital  Outlay: 

Per  1954-55  Budget $2,894,451 

Actual 2,819,821 

Local  Assistance: 

Per  1954-55  Budget $559,264,054 

Actual.. -- 558,646,599 

Expenditures  for  1954-55  b: 
State  Operations: 

Per  1954-55  Budget $272,731,034 

Revised  estimate 270,000,817 

Capital  Outlay: 

Per  1954-55  Budget $313,444 

Revised  estimate 1,072,823 

Local  Assistance: 

Per  1954-55  Budget $592,557,370 

Revised  estimate— -  589,172,797 

Savings  in  transfers  to  other  funds 

Adjustment  to  Reserve  for  Central  Valley  Project  for  savings  in  expenditures 

Increase  in  transfer  from  Employment  Contingent  Fund 

Prior  year  surplus  adjustments 

ACCUMULATED  SURPLUS,  JUNE  30,  1965,  as  estimated  in  the  1955-56 
Budget 


$586  924 


+754,500 


$1,341,424 


—13,981,023 


24,276,799 


6,798,367 


74,630 


617,455 


2,730,217 


-759,379 


3,384,573 

75,313 

—15,008 

359,745 

2,186,055 


$27,089,168 


a  See  Pinal  Report,  list  of  Legislative  changes  in  the  Budget  Act  of  1954. 
b  For  further  detail  see  schedule  10. 
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BUDGET    DOLLARS 

1955-56     FISCAL  YEAR 


SALES   TAX 
35.6  $ 


ALL   OTHE 
4.8  * 

HORSE   RACING 
1.7  t 

LIQUOR  TAXE„    - 

2.2$  / 

INHERITANCE  a   GIFT  TAXES7 
2.24 


MOTOR    VEHICLE 

TAXES  8   FEES 

33.3  * 


ANK   8   CORPORATION 

FRANCHISE    TAX 

9.7  t 


AL    INCOME    TAX 
7.6  <f 


INSURANCE    TAX 
2.9  * 


EDUCATION 
39.5$ 


ALL   OTHER 
8.4  <t 


HIGHWAYS   8 

VEHICLE    REGULATION 

24  6  t 


SOCIAL   WELFARE 

8   HEALTH 

I  I    7$ 


MENTAL    HYGIENE 

8  CORRECTIONS 

9.2  Jt 


FISCAL   AFFAIRS 
1.9* 


CONSERVATION    OF 

NATURAL    RESOURCES 

4.7  $ 

CHART  2 
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Budget  Revenue  Estimates 


State  revenue  to  be  received  during  the  1955-56 
fiscal  year  is  estimated  at  $1,362,187,237.  Although 
this  forecast  counts  heavily  upon  a  gradual  business 
recovery  from  the  recession  of  1953-54,  total  receipts 
will  not  constitute  a  new  record  in  State  financial  his- 
tory. That  record  is  being  established  this  year  with 
the  release  of  money  impounded  in  the  State  and 
Federal  treasuries  during  the  controversy  over  owner- 
ship of  the  tidelands.  Settlement  of  the  issue  has 
returned  to  the  State  $66,728,680  in  oil  royalties  accu- 
mulated since  1947.  This  large,  nonrecurring  item  will 
carry  revenue  receipts  during  the  current  year  to  an 
estimated  $1,397,477,165,  exceeding  by  a  wide  margin 
the  record  of  anv  previous  period. 

During  1955-56,  $845,680,535  will  accrue  to  the 
State  General  Fund  and  $516,506,702  will  go  to  the 
various  special  funds  under  these  estimates.  The  Gen- 
eral Fund  total  will  be  the  largest  ever  received, 
exceeding  the  current  total  by  $18,654,089,  or  2.3  per- 
cent. Among  the  principal  developments  expected  are 
continued  moderate  advances  in  sales  and  both  corpo- 
rate and  personal  income  tax  collections;  a  greater 
volume  of  inheritance  and  gift  tax  receipts,  growing 
out  of  higher  security  prices ;  essential  stability  in  the 
insurance  gross  premiums  tax  after  a  period  of  spec- 
tacular increases;  and  a  drop  in  interest  income  as 
the  General  Fund  surplus  is  depleted. 

"With  highway  user  levies  maintained  at  present 
rates,  receipts  from  motor  vehicle  taxes  and  fees  will 
increase  to  approximately  $451,500,000  in  the  coming 
period  from  $437,700,000  this  year  and  $415,700,000 
in  1953-54.  The  only  other  change  of  major  impor- 
tance affecting  special  fund  receipts  is  the  drop  in  oil 
royalty  revenue  from  the  abnormal  peak  of  the  pres- 
ent year. 

REVENUE  COMPARISON 
(Thousands  of  dollars) 

Actual  Estimated  Estimated 

1953-54  1954-55  1955-56 
General  Fund : 

Sales  and  use  taxes $465,051  $473,100  $484,750 

Franchise  tax 125,026  129,200  131,600 

Personal   income  tax 96,169  100,100  104,250 

Insurance  tax 34,325  38,501  39,000 

Inheritance,    gift   taxes—          24,112  30.350  30.500 

Alcoholic  beverage  levies          19,535  20,355  20,735 

Other  revenue 33,866  35,420  34.846 

Totals,   General  Fund_  $798,084  $827,026  $845,681 
Special  Funds : 

Motor  vehicle  fuel  taxes  $234,395  $248,320  $256,220 

Motor  vehicle  fees 167,932  175,734  180,993 

Released  oil  royalties -  66,729  - 

Other  revenue 71,037  79,668  79,293 

Totals,    Special    Funds      $473,364        $570,451        $516,507 

Grand   Totals   $1,271,447     $1,397,477     $1,362,187 

Receipts  during  the  three  fiscal  years  covered  by 
this  budget  are  summarized  in  the  accompanying 
table.  Amounts  for  1953-54  represent  actual  receipts 


and  those  for  1954-55  are  revisions  of  the  estimates 
presented  last  year. 

Effect  of  the  recession  upon  1953-54  revenue  was 
unexpectedly  large.  Actual  General  Fund  receipts  of 
$798,084,000  were  $13,981,000,  or  1.7  percent,  below 
the  revised  estimate  and  0.5  percent  below  the  original 
prediction  made  in  1952.  At  $473,364,000,  special  fund 
receipts  ran  $5,839,000,  or  1.2  percent,  less  than  the 
revised  forecast,  but  greatly  above  the  original  esti- 
mate because  of  the  increase  in  highway  user  tax  rates. 

The  business  recovery,  coupled  with  receipt  of  oil 
royalties  mentioned  above,  has  led  to  a  substantial 
revision  of  current  year  figures.  The  General  Fund 
total  is  3  percent  above  the  original  estimate  and  the 
special  fund  sum  is  higher  by  approximately  12  per- 
cent, all  representing  the  oil  royalty  receipt. 

ECONOMIC  OUTLOOK 

The  direct  relationship  between  general  business 
conditions  and  state  tax  receipts  must  be  emphasized 
at  the  outset  of  any  discussion  of  the  revenue  outlook. 
Under  California's  tax  system,  State  receipts  depend 
chiefly  upon  sales  volume,  corporate  profits,  personal 
incomes,  and  motor  vehicle  ownership  and  operation. 
As  the  pace  of  business  quickens,  tax  collections  in- 
crease, and  as  business  volume  lags,  State  receipts  de- 
cline. In  some  levies  the  reaction  is  almost  immediate, 
but  in  others  the  change  in  revenue  flow  may  be  de- 
layed many  months.  Consequently,  a  careful  analysis 
of  economic  conditions  and  an  appraisal  of  the  short- 
term  business  outlook  are  essential  first  steps  in  reve- 
nue estimating. 

A  comparatively  mild  recession  has  characterized 
the  national  economy  since  mid-1953.  Gross  production 
of  goods  and  services  declined  from  a  $370  billion 
level  in  the  second  quarter  of  that  year  to  $355  billion 
in  the  third  quarter  of  1954.  As  last  year  drew  toward 
its  close  there  were  several  indications  of  economic 
recovery,  and  it  appears  that  construction  activity 
and  personal  consumption  expenditures,  both  pillars 
under  the  1954  economy,  will  combine  to  carry  the 
nation  a  substantial  step  toward  a  record  breaking 
output  in  1955.  The  strength  provided  by  these  im- 
portant positive  factors  will  be  buttressed  by  the 
absence  of  two  elements  of  weakness  operative  during 
1954 — inventory  liquidation  and  a  substantial  decline 
in  defense  expenditures.  Indeed,  inventory  liquidation 
should  change  to  inventory  accumulation,  adding 
another  source  of  strength  to  the  developing  economic 
pattern. 

In  the  following  brief  analysis,  four  broad  segments 
of  the  nation's  economy  are  considered:  consumer 
expenditures;  residential  construction  and  business 
investment  in  plant  and  equipment;  net  foreign 
trade;  and  government  purchases  of  goods  and 
services.  As  in  other  recent  years,  governmental  ex- 
penditures appear  to  be  the  most  certain  of  these  four 
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segments.  For  1955  at  least,  they  also  seem  to  promise 
the  greatest  stability. 

The  sharp  reduction  in  expenditures  for  national 
security  has  been  one  of  the  outstanding  recent  devel- 
opments in  the  nation's  economy.  From  an  annual 
rate  of  more  than  $54  billion  at  the  end  of  the  Korean 
War,  the  cost  of  defense  and  security  will  be  trimmed 
to  approximately  $43  billion  in  the  current,  1954-55, 
fiscal  year.  At  this  level,  security  expenditures  are 
probably  near  the  minimum  to  be  expected  in  1955, 
considering  continued  international  tension,  "West 
German  rearmament,  and  the  possibility  of  a  shifting 
rather  than  a  net  reduction  in  foreign  aid. 

Requirements  under  the  flexible  farm  price  support 
program  will  be  the  principal  variable  in  other  pur- 
chases by  the  Federal  government.  For  the  most  part, 
however,  possible  changes  in  these  expenditures  will 
occur  late  in  the  year  and  will  not  influence  the  1955 
total  appreciably.  In  the  aggregate,  therefore,  non- 
security  items  of  the  Federal  government  are  expected 
to  continue  at  the  current  $7  billion  level.  Expendi- 
tures by  state  and  local  agencies  will  rise  further 
under  the  pressure  of  growing  population  and  the 
need  for  additions  to  physical  plant,  especially  educa- 
tional facilities  and  modern  highways.  It  is  probable 
the  increase  in  state  and  local  costs  will  offset  most 
of  the  drop  in  defense  spending,  with  the  result  that 
expenditures  by  all  units  of  government  in  1955  will 
total  $77.5  billion,  against  the  $78  billion  last  year 
and  $85.2  billion  in  1953.  Thus,  the  government  sector 
will  continue  to  provide  tremendous  support  to  the 
level  of  economic  activity,  free  from  the  wide  fluctua- 
tions of  earlier  postwar  years. 

Domestic  Investment 

National  housing  legislation  and  the  new  Federal 
Revenue  Code  will  provide  sources  of  substantial 
strength  for  the  construction  and  business  equipment 
industries  in  1955.  Residential  building  particularly 
has  been  stimulated  by  the  liberalized  credit  provi- 
sions in  the  Housing  Act  of  1954.  Despite  several 
years  of  record  or  near  record  building,  home  con- 
struction is  expected  to  increase  13  percent  during 
1955,  according  to  the  latest  joint  estimates  by  the 
U.  S.  Departments  of  Commerce  and  Labor.*  In  gen- 
eral, this  trend  is  substantiated  by  an  estimate  of  a 
6  percent  increase  in  home  building  for  eastern 
states  t  and  by  a  confidential  poll  of  opinion  in  Cali- 
fornia made  in  connection  with  the  budget  revenue 
forecasts,  which  indicates  a  continuation  of  the  pres- 
ent high  building  volume  this  year. 

The  outlook  for  new  nonresidential  construction 
and  prospective  investment  in  plant  and  equipment 
is  less  favorable,  but  relaxation  of  the  provisions  gov- 
erning the  amortization  of  expenditures  for  new  plant 
and  equipment  will  tend  to  maintain  these  invest- 
ments at  a  level  considerably  higher  than  had  been 
expected  previously.  In  the  aggregate,  private  build- 
ing activity — residential  and  nonresidential — in  the 
nation  as  a  whole  is  expected  to  increase  from  a 
record  of  $26.9  billion  last  year  to  a  new  high  of 
$28.8  billion  in  1955,  promising  strength  in  an  area 

*  TJ.    S.    Department   of    Commerce,    Construction    and   Building 

Materials,  November,   1954. 
t  F.  W.  Dodge  Corporation,  Postwar  Expansion,  November,  1954. 


of  the  economy  which  only  recently  had  been  viewed 
with  some   apprehension. 

Although  purchases  of  producers'  equipment 
should  remain  large,  the  general  trend  is  likely  to 
continue  the  decline  marked  out  earlier.  From  an 
investment  of  $24.4  billion  in  1953  and  a  little  more 
than  $22  billion  last  year,  the  total  for  1955  is  likely 
to  fall  to  $20  billion.  However,  the  decline  at  this 
point  in  the  area  of  business  transactions  will  be  more 
than  offset  by  an  improvement  in  the  inventory  situa- 
tion. Business  inventories  are  currently  drawing  into 
line  with  sales  after  a  year  of  readjustment,  and  the 
depressing  force  of  inventory  liquidation,  an  im- 
portant factor  in  last  year's  recession,  will  be  absent 
during  1955.  In  contrast,  inventory  accumulation 
accompanying  general  growth  and  expansion  in  1955 
should  turn  this  factor  into  a  source  of  additional 
strength. 

These  factors — the  building  of  homes  and  other 
residential  structures,  private  nonresidential  con- 
struction, business  investment  in  plant  and  equip- 
ment, and  additions  to  inventories — are  expected  to 
result  in  expenditures  of  $49.8  billion  this  year,  com- 
pared with  $45  billion  in  1954  and  $51.4  billion 
in  1953. 

Net  foreign  investment,  smallest  segment  of  the 
economic  accounts,  is  likely  to  be  a  positive  amount 
in  1955  due  to  improvement  in  conditions  abroad. 
However,  this  factor  is  here  treated  as  a  neutral  item, 
neither  contributing  to  nor  subtracting  from  the 
total. 

Personal  Consumption  Expenditures 

Largest  of  the  economic  accounts,  and  the  most 
difficult  to  predict,  is  the  amount  to  be  spent  in  meet- 
ing the  personal  needs  of  more  than  160  million 
people.  For  the  most  part,  purchases  of  food,  cloth- 
ing, household  items,  cars,  and  the  like  depend  upon 
the  volume  of  current  income  received  by  the  people, 
but  in  any  given  year  expenditures  from  current 
receipts  may  be  augmented  by  the  utilization  of 
credit  or  by  withdrawals  from  savings.  Or,  if  there  is 
apprehension  regarding  the  future,  expenditures  may 
be  curtailed  and  a  greater  share  of  income  may  go 
into  savings.  Thus,  consumption  expenditures  depend 
upon  the  psychological  attitude  of  consumers  as  well 
as  income.  There  is,  in  addition,  the  effect  of  govern- 
mental fiscal  policies,  such  as  the  1954  reduction  in 
the  Federal  income  tax,  which  achieved  a  $3  billion 
increase  in  the  volume  of  consumption  expenditures 
with  substantially  no  change  in  aggregate  personal 
income. 

A  number  of  factors  point  toward  a  further  in- 
crease in  expenditure  volume  this  year.  In  the  first 
place,  rapid  population  growth  will  expand  aggregate 
personal  needs  for  all  consumption  goods  and  serv- 
ices. To  this  normal  pressure  will  be  added  the 
demand  for  durable  items  generated  by  increased 
residential  construction  and  the  growing  market  for 
replacement  of  house  furnishings,  appliances,  and 
equipment  necessary  in  home  maintenance.  Obso- 
lescence due  to  the  introduction  of  improved  models, 
restyling,  and  aggressive  salesmanship  can  play  an 
important  part  in  nourishing  potential  demand  into 
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market  transactions,  as  shown  clearly  in  the  con- 
sumer acceptance  of  this  year's  cars. 

To  become  effective,  consumer  demand  must  be 
implemented  by  an  increase  in  current  income,  and 
the  necessary  stimulus  to  larger  incomes  will  be  found 
during  1955  in  accelerated  building  construction,  the 
reversal  of  inventory  liquidation  which  will  necessi- 
tate production  for  current  need,  and  in  the  regenera- 
tive effect  of  increased  consumption.  Credit  volume, 
near  record  level,  may  expand  somewhat  this  year, 
but  the  change  is  not  likely  to  be  great.  A  reduction 
in  savings  rate,  which  has  hovered  around  8  per  cent 
of  disposable  income  in  the  last  four  years,  may  also 
contribute  to  a  rise  in  current  consumption,  while  a 
fractional  dipping  into  the  $200  billion  in  bank  ac- 
counts, savings  accumulations,  and  other  liquid  assets 
held  by  individuals  could  provide  a  substantial  ad- 
vance in  spending. 

In  total,  personal  consumption  expenditures  for 
goods  and  services  this  year  are  estimated  at  $239 
billion,  compared  with  $233.5  billion  indicated  for 
1954  and  $230.1  billion  in  1953.  This  advance,  com- 
bined with  an  increasing  gross  private  investment  in 
the  nation's  physical  plant,  will  carry  gross  national 
production  to  $366  billion  in  1955  in  comparison  with 
$356  billion  estimated  for  last  year  and  the  record 
annual  rate  of  $370  billion  achieved  in  the  second 
quarter  of  1953. 

Implied  in  this  pattern  of  improvement  is  an  in- 
crease in  personal  income  from  $286  billion  in  1953 
and  1954  to  $292  billion  this  year.  Income  after  taxes 
is  estimated  at  $258  billion,  against  $253  billion  in 
1954  and  $250  billion  in  1953.  Price  levels  are  ex- 
pected to  remain  relatively  stable,  continuing  the 
plateau  which  has  marked  the  last  two  years.  Cor- 
porate profits  before  taxes  are  likely  to  show  a  slight 
decline,  due  both  to  liberalized  depreciation  allow- 
ances on  recent  plant  investment  and  to  more  intense 
competition. 

California  Situation 

In  several  important  respects,  California  appears 
to  have  fared  slightly  better  than  the  nation  in  the 
recent  economic  readjustment.  Employment  was  more 
stable  and  a  larger  proportion  of  the  civilian  labor 
force  was  employed.  Aggregate  income  of  individuals 
in  this  State  increased  slightly,  whereas  there  was 
virtually  no  change  in  total  personal  income  for  the 
nation.  California  appears  to  have  constructed  approx- 
imately ten  percent  more  dwelling  units  last  year, 
against  a  nationwide  gain  of  six  percent.  Corporate 
earnings  last  year  appear  to  have  recorded  a  gain 
over  the  1953  level,  compared  with  a  rather  significant 
drop  for  the  nation  as  a  whole.  At  the  same  time,  there 
were  a  few  adverse  comparisons  in  last  year's  record: 
retail  trade  declined  slightly  while  the  national  total 
was  stable ;  California 's  farm  income  was  off  more 
than  that  of  the  nation;  and  power  production  made 
a  smaller  advance. 

California  undoubtedly  will  participate  in  the  im- 
proved tone  of  economic  conditions  this  year.  In  view 
of  the  greater  stability  in  1954,  the  current  advances 
are  likely  to  be  chiefly  those  accompanying  growth, 
rather  than  those  of  economic  recovery,  and,  therefore, 
may  be  smaller  in  degree  than  those  registered  for  the 
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country  as  a  whole.  For  this  reason,  the  national  pat- 
tern must  be  interpreted  with  some  caution  so  far  as 
California  is  concerned. 

Aggregate  income  of  California  residents  last  year 
is  estimated  at  $25.2  billion.  Under  the  economic  pat- 
tern indicated  for  the  current  year,  this  total  should 
rise  to  a  new  record  of  $25.85  billion.  Federal  and 
State  income  taxes  will  absorb  approximately  $3.3  bil- 
lion, leaving  disposable  income  of  $22.5  billion.  If  the 
people  of  California  save  at  the  same  rate  as  in  1953 
and  contract  a  moderate  volume  of  additional  short- 
term  consumer  debt,  the  aggregate  spending  of  Cali- 
fornia civilian  residents  this  year  should  be  approxi- 
mately $21.0  billion,  compared  with  $20.0  billion  in 
1954  and  $20.5  billion  in  1953. 

A  summary  of  economic  data  and  population  pro- 
jections underlying  the  revenue  estimates  is  given  in 
the  accompanying  table. 

ECONOMIC  DATA 
(Dollar  amounts  in  billions) 

1953             1954  1955 
Actual    Preliminary  Estimated 

Gross  national  product $364.9          $356.0  $366.0 

Personal  expenditures 230.1            233.5  239.0 

Durable  goods 29.7              28.7  29.5 

Nondurable  goods 118.9            120.3  123.0 

Services 81.4              84.5  86.5 

Private  investment 51.4              45.0  49.5 

New  construction 25.5              26.8  28.5 

Producers'  equipment 24.4              22.2  20.0 

Cbange  in  inventories 1.5            — 4.1  1.0 

Net  foreign  investment : — 1.9            — 0.5  — 

Government  purchases — 85.2              78.0  77.5 

National  security 52.0             43.9  42.0 

Other  federal 8.1                6.9  7.0 

State  and  local 25.1              27.2  28.5 

Personal  income 286.1            286.0  292.1 

Less :  personal  taxes 36.0              32.9  33.9 

Equals :  disposable  income—       250.1            253.1  258.2 

Income  of  Californians 24.9              25.2  25.8 

Less :  personal  taxes 3.4                3.4  3.3 

Equals :  disposable  income 21.4              21.8  22.5 

Spendable  resources  of 

California  civilians  * 20.5              20.0  21.0 

California  population  July  1 

(thousands) 12,075.0       12,450.0  12,800.0 

*  Spendable  resources  include  allowances  for  change  in  short-term  consumer  credit  and 
change  in  liquid  asset  holdings  of  individuals,  such  as  money,  bank  accounts,  and 
savings  bonds.  Amounts  are  estimated  by  the  State  Department  of  Finance. 
Source:  Data  for  1953  and  1954  compiled  by  federal  and  state  agencies:  1955  estimated 
by  State  Department  of  Finance,  Division  of  Budgets  and  Accounts. 

GENERAL  FUND  REVENUE 

California 's  vigorous  growth  has  contributed  to  the 
stability  of  State  tax  collections  through  both  of  the  re- 
cent economic  readjustments.  Rapid  population  gains 
and  industrial  development  have  broadened  the  base 
for  such  General  Fund  levies  as  the  sales  tax,  the 
personal  and  corporate  income  taxes,  the  insurance 
tax,  and  others.  As  a  result,  the  1948-49  recession  ap- 
pears on  tax  records  as  a  slight  decline  in  the  rate  of 
increase,  but  a  continuing  growth  in  the  total  volume 
of  General  Fund  receipts.  Similarly,  the  business  re- 
adjustment of  1953-54  resulted  in  a  moderation  of  the 
rate  of  incline,  but  nonetheless  an  increase  in  total 
collections. 

Other  factors  in  this  stability  have  been  the  diver- 
sity of  tax  levies  and  the  varying  periods  of  lag 
between  changes  in  business  volume  and  resulting 
revenue  effect.  In  some  instances,  such  as  the  sales 
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and  excise  taxes,  the  correlation  between  business  ac- 
tivity and  tax  receipts  is  direct  and  almost  immediate ; 
in  other  cases  the  effect  of  economic  changes  upon  tax 
receipts  is  delayed  more  than  a  year.  Thus,  there  is  an 
averaging  process  tending  to  reduce  the  degree  of 
variation  and  to  prolong  the  revenue  effect  of  both 
prosperity  and  recession.  These  are  important  consid- 
erations in  the  General  Fund  estimates  for  1954-55 
and  1955-56. 

Sales  Tax-$484,750,000 

The  estimate  of  sales  tax  revenue  contemplates  an 
increase  in  expenditures  for  tangible  personal  prop- 
erty in  line  with  the  anticipated  improvement  in 
personal  income.  The  savings  rate  will  be  essentially 
the  same  as  in  1954,  but  short-term  credit  may  be  ex- 
panded somewhat,  in  contrast  with  an  apparent  liqui- 
dation of  consumer  debt  last  year.  In  total,  taxable 
spending  is  estimated  at  $15,550  million,  compared 
with  $15,164  million  last  year  and  $15,289  million  in 
1953.  Assuming  continuation  of  the  business  recovery 
into  the  opening  months  of  1956  and  a  normal  volume 
of  revenue  from  the  auditing  of  tax  returns,  receipts 
from  this  source  during  1955-56  are  estimated  at 
$484,750,000.  The  corresponding  estimate  for  the  cur- 
rent fiscal  year  is  $473,100,000,  while  actual  receipts 
in  1953-54  were  $465,050,653. 

Four  important  considerations  underlie  the  estimate 
of  sales  tax  revenue:  (1)  a  high  level  of  building  ac- 
tivity; (2)  sustained  demand  for  motor  vehicles;  (3) 
normal  utilization  of  nondurable  goods,  such  as  cloth- 
ing, household  supplies,  meals  and  drinks,  and  drug 
items;  and  (4)  a  reduction  in  purchases  of  certain 
industrial  equipment  items. 

As  indicated  above,  increased  activity  in  the  build- 
ing field  is  predicted  with  a  good  deal  of  confidence 
for  the  nation  this  year.*  Principal  factors  in  this  out- 
look are  the  liberalized  financing  provisions  in  the 
Housing  Act  of  1954,  the  probability  of  a  strong  de- 
mand for  housing  loans  by  veterans  until  scheduled 
termination  of  the  World  War  II  assistance  program 
in  1957,  the  replacement  market  in  homes,  and  the 
backlog  of  need  for  commercial  buildings  incident  to 
the  continued  trend  toward  suburban  living.  The  13 
percent  increase  in  the  dollar  volume  of  residential 
construction  will  be  accompanied  by  corresponding  or 
somewhat  smaller  increases  in  commercial  and  other 
nonresidential  building.  Only  in  the  fields  of  indus- 
trial and  farm  construction  are  declines  indicated.  The 
Commerce-Labor  survey  forecasts  an  over-all  expan- 
sion of  7  percent  for  the  nation. 

California  has  contributed  disproportionately  to  the 
total  volume  of  building  in  the  last  few  years,  and 
while  the  outlook  for  1955  is  promising,  it  seems  un- 
likely the  dollar  volume  of  construction  will  exceed 
that  of  1954. 

Restyling  of  several  passenger  car  lines  and  con- 
sumer acceptance  of  these  models  has  put  a  new 
countenance  on  the  motor  vehicle  outlook.  Originally 

*  U.  S.  Dept.  of  Commerce,  Construction  and  Building  Materials, 
November  1954;  F.  W.  Dodge  Corporation,  Postwar  Expan- 
sion: Chapter  Ten  of  a  Serial  Story;  "The  Building  Market 
for  1955,"  an  address  by  H.  E.  Riley,  Chief,  Division  of  Con- 
struction Statistics,  Bureau  of  Labor  Statistics,  U.  S.  Dept. 
of  Labor. 


predicted  at  5.0  to  5.3  million  units,  1955  production 
estimates  recently  have  been  raised  to  last  year's  5.5 
million  level,  or  higher.  In  terms  of  demand,  the  year 
promises  to  be  as  good  as  1954  and  sales  have  been 
estimated  on  that  basis.  However,  the  newly  inaugur- 
ated practice  of  absorbing  part  of  the  freight  charges 
to  distant  points  will  result  in  lower  unit  prices  in 
California.  This  will  tend  to  reduce  the  volume  of 
taxable  sales  even  though  more  units  are  sold  with 
optional  equipment  at  extra  cost.  This  price  develop- 
ment, coupled  with  a  continued  decline  in  the  volume 
of  replacement  parts  and  supplies  per  registered  ve- 
hicle, constitutes  grounds  for  predicting  a  more 
modest  gain  in  sales  of  motor  vehicle  items — 2  per- 
cent above  1954  as  contrasted  with  5  percent  gains  in 
some  of  the  other  important  segments  of  the  sales  tax 
base. 

Sales  of  consumers'  nondurable  goods — the  items 
needed  in  day-to-day  living — bear  a  fairly  constant 
relationship  to  income.  The  percentage  of  income 
spent  for  nondurables  is  expected  to  rise  slightly  in 
the  current  year  as  it  did  in  1954.  Consequently,  the 
4.6  percent  increase  shown  in  the  accompanying  table 
for  this  group  of  items  is  fractionally  greater  than 
the  growth  in  total  taxable  expenditures.  In  the  same 
way,  the  ratio  of  spending  for  consumers'  durable 
goods  is  also  expected  to  increase  moderately. 

Sales  of  industrial  supplies  and  equipment  consti- 
tute the  most  difficult  segment  of  the  sales  tax  base 
to  predict,  partly  because  change  can  occur  rapidly 
and  partly  because  very  little  detailed  information 
exists  regarding  this  important  part  of  the  tax  base. 
To  the  extent  that  the  $2.7  billion  spent  for  taxable 
industrial  goods  in  1954  represented  supplies,  re- 
placement parts,  and  other  items  consumed  in  business 
operations,  there  should  be  an  increase  in  tax  receipts 
this  year.  To  the  extent  that  it  represented  capital  in- 
vestment in  plant  and  equipment,  receipts  will  prob- 
ably decline  in  parallel  with  the  expected  drop  in 
plant  investment.  In  total,  it  is  assumed  that  the  two 
factors  will  balance  and  that  the  volume  of  taxable 
transactions  will  be  essentially  the  same  in  1955  as  in 
1954. 

Estimated  sales  volumes  for  1954  and  1955  together 
with  actual  amounts  for  1953,  summarized  in  six 
broad  groups,  are  given  below : 

(Millions   of   dollars)  Percent 
Actual  Estimated*  Estimated  Change 
1953  1954  1955  1954-55 
Nondurable   goods__     $5,951.7  $6,051.3  $6,330.0  4.6 
Consumer  durables!       1,589.4  1,516.0  1,570.0  3.6 
Motor  vehicles  and 
motor  vehicle  sup- 
plies  and   parts—       3.23S.7  3,009.2  3,070.0  2.0 
Building    materials.       1,675.9  1,735.9  1,750.0  0.8 
Producers'  equip- 
ment   and    sup- 
plies f    2,710.4  2,720.1  2,700.0  —0.7 

Unallocated    122.9  131.5  135.0  2.7 


Totals    $15,289.0     $15,164.0     $15,550.0         2.5 

*  Actual  for  the  first  three  calendar  Quarters  and  estimated  for  the  fourth, 
t  Other  than  motor  vehicles  and  building  materials. 

Receipts  from  the  sales  tax  audit  program  are  esti- 
mated at  $12,000,000   annually,   while  $1,800,000   is 


A-12 


expected  in  connection  with   the  refund  of  gasoline 
tax  paid  on  fuel  consumed  off  the  highways.* 

Franchise  Tax-$1 31 ,600,000 

Corporate  earnings,  taxable  under  the  State  fran- 
chise tax  law,  are  estimated  to  have  increased  1.5  per- 
cent in  1954  over  1953,  in  contrast  to  a  10  percent  re- 
duction in  corporate  profits  before  taxes  estimated 
for  the  nation.  This  estimate  is  predicated  upon  re- 
ports of  earnings  obtained  from  a  sample  of  corpora- 
tions and  financial  institutions  subject  to  the  tax.  In 
total,  348  replies  were  obtained  from  corporations 
representing  68  industries  and  accounting  for  over 
50  percent  of  the  total  taxable  corporate  income  in 
this  State. 

Replies  indicated  differences  in  trend  between  in- 
dustries as  well  as  within  industries.  Overall  increased 
earnings  were  indicated  in  mining,  oil  production, 
banking,  and  some  of  the  manufacturing  industries 
such  as  transportation  equipment  (primarily  aircraft) 
and  stone,  clay,  and  glass  products.  The  service  group 
estimated  its  earnings  at  a  slightly  higher  level  than 
1953,  while  agricultural  establishments  indicated  no 
change.  Smaller  earnings  were  shown  for  the  remain- 
ing industries,  with  substantial  reductions  for  rail- 
roads, motion  pictures,  and  textiles. 

On  the  basis  of  this  sample,  total  taxable  income 
from  California  operations  in  1954  is  estimated  at 
$2,812,775,000,  compared  with  the  $2,772,451,250 
earned  in  the  preceding  year.  Approximately  58  per- 
cent of  the  tax  on  1954  income,  plus  the  second  in- 
stallment from  banks,  will  be  received  before  July  1, 
1955,  while  the  remaining  42  percent  will  be  received 
after  that  date  and  will  constitute  revenue  for  the 
next  fiscal  year. 

A  number  of  corporations,  in  replying  to  the  ques- 
tionnaire, indicated  that  a  substantial  part  of  earn- 
ings reported  for  1954  resulted  from  nonrecurring 
transactions.  This  situation  should  not  be  counted  on 
to  bolster  corporate  earnings  in  1955.  It  has  been 
assumed  that  taxable  earnings  in  1955  in  California 
will  parallel  the  anticipated  national  trend.  Taxable 
income  of  financial  corporations  is  expected  to  in- 
crease further  in  1955 — but  at  a  much  lower  rate 
than  that  reported  for  1954.  Income  of  utilities, 
exclusive  of  railroads,  should  increase  by  about  7.5 
percent,  generally  in  line  with  anticipated  population 
increase  and  economic  conditions.  Railroads,  after  a 
very  poor  record  in  1954,  are  expected  to  increase 
earnings  by  about  35  percent. 

Collections  resulting  from  the  audit  program  to- 
talled $7,500,000  during  1954.  Collections  of  this 
type  are  expected  to  decline  to  $6,500,000  in  1955. 

In  total,  receipts  from  the  bank  and  corporation 
taxt  during  1955-56  are  estimated  at  $131,600,000, 

*  In  preparing  revenue  estimates,  calendar  year  data  are  used 
almost  exclusively  in  order  to  take  full  advantage  of  such 
related  material  as  census  reports,  income  payments,  and 
other  economic  data.  All  estimates  include  assessments  of 
additional  tax,  interest,  and  penalties  as  a  result  of  the 
audit  programs  of  tax  administering  agencies.  Calendar  year 
estimates  are  apportioned  to  fiscal  years  on  the  basis  of 
ratios  during  recent  years. 

t  The  supplementary  corporation  income  tax  is  combined  with 
the  bank  and  corporation  franchise  tax  for  purposes  of  reve- 
nue estimating  and  reporting  in  this  budget.  The  two  levies 
are  identical  in  essential  features.  The  corporation  income 
tax  is  estimated  to  yield  $1,000,000  in  1955-56  and  $900,000 
in  the  present  fiscal  year.  Actual  receipts  last  year  were 
"    ",200. 


compared  with  $129,200,000  for  the  current  fiscal 
period.  Actual  collections  during  1953-54  amounted 
to  $125,025,800. 

Personal  Income  Tax-$1 04,250,000 

Revenue  receipts  from  this  source  for  the  1954-55 
and  1955-56  fiscal  years  will  depend  largely  upon 
income  received  by  Califomians  during  the  calendar 
years  1953,  1954,  and  1955.  Estimates  of  revenue 
have,  therefore,  been  based  upon  income  data  for 
California  published  by  the  U.  S.  Department  of 
Commerce  and  estimates  by  the  Department  of 
Finance  for  1954  and  for  1955,  in  line  with  the  gen- 
eral assumptions  outlined  earlier.  These,  with  the 
Commerce  figures  for  the  last  published  year,  1953, 
are  shown  in  the  table  below: 

Income  Payments  (Millions  of  dollars) 

1953              195If  1955 

Salaries  and  wages $17,177  $17,295  $17,690 

Proprietors'  income 3,447              3,360  3,380 

Property  income  (dividends, 

interest,  rents) •           2,785              2,988  3,150 

Other   income   1,447              1,557  1,630 

Totals    $24,856         $25,200         $25,850 

Tax  receipts  attributable  to  salaries  and  wages, 
proprietors'  income,  dividends,  interest,  and  rents 
were  related  to  their  counterparts  in  the  income  pay- 
ment series  for  prior  years.  This  was  done  because 
income  from  salaries  and  wages  generally  accrues  to 
the  lower  income  groups,  proprietors'  income  to  the 
middle  income  groups,  and  property  income  to  the 
higher  income  groups.  Consequently,  the  source  of 
income  as  well  as  the  amount  of  change  is  important 
in  determining  increase  or  decrease  in  revenue  re- 
ceipts. Based  on  the  relationships  and  the  estimates 
above,  projections  were  made  for  the  tax  liability  on 
1954  and  1955  incomes.  Tax  generated  by  capital 
gains  was  raised  for  1954  and  1955  largely  in  line 
with  higher  security  prices.  Office  assessments  were 
increased  by  $1,000,000  for  next  year  because  of  the 
newly  inaugurated  Federal  tax  comparison  program. 
Neither  reduced  Federal  income  taxes  nor  higher 
social  security  taxes  will  directly  affect  this  revenue 
since  neither  is  deductible  in  computing  California 
income  tax  liability.  (If  legislation  is  enacted  in  Cali- 
fornia making  the  personal  income  tax  conform  to 
the  changes  in  Federal  income  tax  law,  receipts  will 
be  lower  than  those  estimated.) 

The  personal  income  tax  under  existing  law  has 
been  estimated  to  produce  $104,250,000  during 
1955-56  and  $100,100,000  in  1954-55.  These  compare 
with  actual  receipts  in  1953-54  of  $96,168,833. 

Insurance  Tax-$39,000,000 

Revenue  for  1955-56  from  the  gross  premiums  tax 
on  insurance  companies  is  expected  to  increase  but 
slightly  over  1954-55  collections. 

Since  this  revenue  will  be  based  on  premiums 
written  in  1954,  121  major  insurers  were  circularized 
for  a  comparison  of  the  total  volume  of  premiums 
received  in  1954  with  the  1953  volume  in  various  lines 
of  insurance.  Based  upon  replies,  it  appears  that  pre- 
miums on  life  insurance  and  health  and  accident  in- 
surance were  higher  in   1954  than  in  the  previous 
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year.  These  lines  are  most  sensitive  to  and  should 
follow  the  trend  in  population  growth.  Declines  were 
apparent  in  amount  of  fire,  automobile,  and  work- 
men's compensation  insurance  premiums.  Lower  vol- 
ume of  premiums  in  the  first  two  can  be  attributed 
largely  to  rate  reductions  in  1953  and  1954. 

After  authorized  deductions,  application  of  the 
2.35  percent  tax  rate  should  result  in  revenue 
amounting  to  $39,000,000  in  1955-56.  This  is  an  in- 
crease of  only  1.3  percent  over  1954-55  revenue  of 
$38,500,922,  and  a  13.6  percent  increase  over  the 
$34,324,894  collected  in  1953-54. 

Inheritance  and  Gift  Taxes— $30,500,000 

Although  inheritance  and  gift  tax  receipts  depend 
primarily  upon  the  number  and  size  of  bequests  and 
upon  the  relationship  between  decedent  or  donor  and 
the  beneficiary,  general  business  conditions  and  price 
levels  also  influence  the  volume  of  collections.  The 
higher  security  values  prevailing  during  recent 
months  are  being  reflected  in  current  receipts  and  will 
continue  to  exercise  an  influence  for  the  remainder  of 
the  current  fiscal  year  at  least.  Inheritance  tax  collec- 
tions are  currently  running  at  an  annual  rate  of  more 
than  $2.25  per  capita  and,  allowing  for  population 
growth,  it  seems  reasonable  to  assume  total  collections 
of  $28,500,000  during  1955-56.  Inheritance  tax  collec- 
tions in  1953-54  were  $22,409,089,  but  $1,890,000 
which  normally  would  have  been  received  before  June 
30,  did  not  clear  into  the  treasury  until  early  July  of 
the  present  fiscal  year.  This  delaved  receipt  will  carrv 
1954-55  coUections  to  $28,500,00*0. 

Gift  tax  receipts  have  been  increasing  gradually 
over  the  past  three  years,  both  in  absolute  amounts 
and  in  relation  to  population.  On  either  basis,  the 
data  point  toward  total  collections  of  $1,850,000  in 
the  present  year  and  $2,000,000  in  1955-56.  Compara- 
tive receipts  in  1953-54  were  $1,702,764. 

Alcoholic  Beverage  Taxes— $20,220,000 

Despite  a  general  downtrend  during  recent  years  in 
the  per  capita  use  of  alcoholic  beverages,  total  con- 
sumption of  beer,  wine,  and  distilled  spirits  has  in- 
creased and  should  continue  to  increase  with  the 
growth  of  California's  adult  population. 

During  1954  the  per  capita  consumption  decrease 
was  somewhat  more  than  in  prior  years,  an  expression, 
probably,  of  consumer  tendencies  to  reduce  nonessen- 
tial expenditures ;  greater  confidence  in  economic  sta- 
bility together  with  an  anticipated  increase  in  income 
in  1955  should  have  a  leveling  effect  upon  this  decline. 
For  these  reasons,  revenue  from  the  distilled  spirits 
excise  tax  is  expected  to  increase  from  $15,545,886  in 
1953-54  to  $15,750,000  in  1954-55  and  to  $16,000,000 
in  1955-56.  Similar  increases  are  expected  in  beer  and 
wine  excise  tax  collections,  from  $3,989,277  in  1953-54 
to  $4,130,000  in  1954-55  and  $4,220,000  in  1955-56. 

Private  Car  Tax-$1,390,000 

Railroad  cars  owned  by  companies  other  than  rail- 
roads are  taxed  by  the  State  in  lieu  of  local  levies  on 
this  type  of  property.  The  tax  is  based  upon  assessed 
value  and  the  number  of  days  each  unit  of  equipment 
is  located  in  California  during  the  year.  The  rate  im- 


posed is  the  average  tax  on  real  and  personal  property 
throughout  the  State  in  the  preceding  fiscal  year.  On 
this  basis,  an  assessment  of  $1,300,900  was  made  for 
1954-55,  including  minor  amounts  of  interest  and 
penalties.  Collections  during  1953-54  amounted  to 
$1,221,589.  The  average  values  per  unit  have  been 
rising  slowly  in  the  last  four  years  and  this  slight 
up-trend  will  probably  continue.  The  average  tax  rate 
will  be  approximately  20  cents  more  than  last  year, 
and  the  pattern  of  higher  values  at  increased  rates 
indicates  total  receipts  of  $1,390,000  in  1955-56. 

Other  General  Fund  Revenue— $33,970,000 

For  the  most  part,  other  revenue  to  the  General 
Fund  represents  such  nontax  items  as  receipts  from 
the  care  of  patients  at  State  hospitals,  oil  and  mineral 
royalties,  interest  income,  and  departmental  charges 
of  various  types.  In  addition,  there  is  included  the 
General  Fund  shares  of  liquor  license  fees,*  horse 
racing  revenue,  and  motor  vehicle  license  fees,  shown 
with  major  taxes  and  fees  in  Schedule  2.  These  ac- 
count for  $8,551,625,  or  approximately  one-fourth  of 
the  total  treated  as  "other  revenue." 

Departmental  revenue  available  for  general  use  has 
shown  a  gradual  increase  over  the  years,  and  will  con- 
tinue to  grow  in  1955-56.  Miscellaneous  receipts  have 
advanced  sharply  from  $533,080  in  1953-54  to  $1,687,- 
555  expected  in  1954-55  and  $2,080,000  in  1955-56. 
Nearly  all  of  this  change  can  be  traced  to  the  addi- 
tional fines  for  traffic  violations  under  the  law  enacted 
in  1953  in  connection  with  the  driver  education  pro- 
grams in  high  schools  of  California. 

The  total  of  $33,970,535  shown  as  other  General 
Fund  revenue  anticipated  in  1955-56,  may  be  com- 
pared with  $34,594,624  in  the  current  fiscal  year,  and 
$32,644,830  in  1953-54,  when  investment  income  alone 
accounted  for  nearly  $12,000,000  of  General  Fund  re- 
ceipts— twice  the  amount  to  be  expected  in  the  coming 
year. 

SPECIAL  FUND  REVENUE 

Approximately  one-third  of  the  State's  revenue  is 
restricted  as  to  use  by  provisions  of  the  Constitution 
or  statutes,  and  under  California's  financial  procedure 
this  money  is  separately  accounted  in  various  special 
funds.  Three  categories  of  income  comprised  in  the 
special  fund  total  are :  (1)  the  receipts  from  broad  tax 
levies  which  are  dedicated  to  specific  functions;  (2) 
charges  for  special  services  to  specific  groups ;  and  (3) 
certain  rentals,  royalties  and  other  receipts  earmarked 
for  particular  purposes.  Motor  vehicle  taxes  and  fees 
which  must  be  used  for  highways  and  activities  related 
to  motor  vehicles  illustrate  the  first  of  these  classes. 
License  fees  for  the  regulation  of  businesses  and  pro- 
fessions are  typical  of  the  second,  while  oil  royalties 
dedicated  to  beach  and  park  development  are  examples 
of  the  third  group.  Interest  earned  by  the  investment 
of  special  fund  money  accrues  to  the  fund  for  which 
the  investments  are  held. 

With  the  increase  in  highway  user  taxes  enacted  in 
1953  as  part  of  the  accelerated  highway  construction 
program,  motor  vehicle  taxes  gained  added  importance 
in  the  State 's  tax  system.  "With  extension  of  the  higher 
rates  recommended   as   a  means   of   continuing  the 

*  Chapter  22 :   Statutes  of  1954,  First  Extraordinary  Session. 
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attack  on  highway  problems,  $453,935,000  *  will  be 
derived  from  levies  relating  to  the  ownership  or  oper- 
ation of  motor  vehicles,  including  the  motor  vehicle 
transportation  tax  and  the  license  fee  collected  by  the 
State  in  lieu  of  local  taxes  on  this  type  of  property. 

Fees  for  regulatory  services  and  charges  for  special 
assistance  to  various  sections  of  industry,  business,  and 
the  professions  are  the  second  largest  source  of  spe- 
cial fund  revenue.  These  are  followed  in  fiscal  impor- 
tance by  horse  racing  license  fees,  liquor  license  fees, 
and  miscellaneous  dedicated  revenue. 

Motor  Vehicle  Fees— $183,430,000 

More  than  6,600,000  fee-paid  automobiles,  trucks, 
trailers,  and  motorcycles  are  expected  to  be  traveling 
on  State  highways  by  December  31,  1956.  This  is  an 
increase  of  245,000  vehicles  over  the  number  antici- 
pated by  the  end  of  this  year  and  475,000  more  than 
the  1954  total.  Since  1950,  two  vehicles  (cars,  trucks, 
trailers,  or  motorcycles)  have  been  added  to  our  regis- 
try rolls  for  every  three  persons  added  to  the  State's 
population  and,  by  year-end  1956,  there  will  be  one 
vehicle  for  every  two  persons  residing  in  California. 

Average  registration  fees  for  automobiles,  including 
interest  and  penalties,  vary  little  year  by  year  and 
are  estimated  at  $8.84  per  vehicle.  Truck  fees  appear 
to  be  declining  and  are  estimated  at  $43.40  per  vehicle, 
or  60  cents  less  than  the  1954  average.  Trailer  fees, 
however,  are  rising  and  the  $21.75  charge  estimated 
for  1955  is  greater  than  the  1954  average  by  55  cents. 
Motorcycle  fees  show  little  fluctuation  and  are  esti- 
mated at  $8.80  per  vehicle  in  each  year.  In  total, 
$88,330,000  is  expected  from  motor  vehicle  registration 
and  weight  fees  in  1955-56,  compared  with  $84,746,300 
in  the  current  fiscal  year  and  actual  collections  of 
$80,987,672  in  1953-54." 

Revenues  from  motor  vehicle  license  fees  levied  in 
lieu  of  local  property  taxes  is  expected  to  amount  to 
$82,800,000  in  the  budget  year.  This  money,  except 
for  $5,036,625  used  to  cover  highway  bond  charges 
and  administrative  costs,  will  be  returned  to  local  gov- 
ernments for  expenditure.  The  effect  of  an  increasing 
number  of  higher  priced  vehicles  during  recent  years 
is  clearly  evident  in  the  gain  to  be  recorded  over  the 
1954-55  total  of  $81,200,000  and  the  $77,981,839  in 
actual  receipts  from  this  source  in  1953-54. 

A  summary  of  actual  and  estimated  revenue  to  be 
received  by  the  Department  of  Motor  Vehicles  during 
the  period  covered  by  this  budget  is  shown  below : 

(Millions  of  dollars) 

Actual  Estimated  Estimated 

1953-54  1954-55  1955-56 

Registration  and  weight  fees__     $81.0  $84.7  $88.3 

License  (in  lieu)  fees 78.0  81.2  82.8 

Drivers'  license  fees 5.8  5.5  5.4 

Transfer  fees 4.4  5.6  5.7 

Caravan  fees 0.6  0.6  0.6 

Other  fees 0.8  0.6  0.6 

Totals $170.5  $178.2  $1S3.4 

Motor  Vehicle  Fuel  Taxes— $256,200,000 

Tax-paid  distribution  of  motor  vehicle  fuel  in  Cali- 
fornia between  July  1,  1955  and  June  30,  1956  will 

*  Including  $2,436,625  from  the  motor  vehicle  license  fee  (in  lieu 
tax)   credited  to  the  General  Fund. 


amount  to  more  than  four  billion  gallons,  an  increase 
of  over  100,000,000  gallons  from  1954-55.  The  six 
cent  motor  vehicle  fuel  tax  will,  therefore,  return 
$241,500,000  in  1955-56,  compared  with  $234,500,000 
in  the  current  year — the  first  year  in  which  the 
increase  in  tax  rates  on  motor  vehicle  fuel  had  a  full- 
year  effect.  Collections  from  this  source  in  1953-54, 
when  only  10  months'  revenue  was  at  the  increased 
rate,  amounted  to  $222,058,079. 

The  rising  number  of  two-car  families,  more  efficient 
motor  operation,  and  the  withdrawal  of  older  units 
from  the  highways  should  continue  the  decline  in  the 
number  of  gallons  consumed  per  vehicle.  From  the 
642  gallons  per  vehicle  used  in  1953-54,  indications 
are  that  630  gallons  will  be  consumed  in  1954-55  and 
625  gallons  during  1955-56. 

Diesel  fuel  consumption  has  continued  to  climb 
steadily  due  to  increased  use  of  highway  transporta- 
tion and  the  shift  to  Diesel  powered  vehicles  for 
greater  economy  of  operation.  Consumption  of  this 
fuel  is  estimated  at  nearly  200,000,000  gallons  in 
1954-55  and  210,000,000  gallons  in  the  budget  year. 
Returns  from  this  levy  will  therefore  be  $13,800,000 
and  $14,700,000  respectively.  Receipts  in  1953-54,  of 
which  10  months'  revenue  was  at  7  cents  per  gallon 
and  2  months'  at  4.5  cents  per  gallon,  amounted  to 
$12,317,657. 

Comparative  revenue  from  the  fuel  taxes  for  the 
years  covered  by  this  budget  are  given  below: 

(Millions  of  dollars) 
Actual       Estimated     Estimated 
1955-54        1954-55         1955-56 

Gasoline $222.1  $234.5  $241.5 

Diesel  fuel 12.3  13.8  14.7 

Totals    $234.4  $248.3  $256.2 

Motor  Vehicle  Transportation  Tax-$1 4,285,000 

Firms  and  individuals  engaged  in  the  transporta- 
tion of  persons  or  property  for  hire  by  motor  vehicle 
upon  the  State  highways  are  subject  to  a  tax  of  3 
percent  on  gross  receipts  from  such  operations.  A 
close  relationship  exists  between  total  business  from 
these  operations  and  total  disposable  income  of  the 
people  of  California.  "With  disposable  income  esti- 
mated at  $21.8  billion  in  1954  and  $22.5  billion  for 
1955,  gross  assessments  are  estimated  at  $16,600,000 
during  the  current  year  and  $17,500,000  in  the  bud- 
get year.  However,  one  third  of  the  weight  fees  paid 
on  vehicles  used  in  these  operations  may  be  credited 
against  the  tax  liability.  Consequently,  the  net  reve- 
nue from  this  source  during  1955-56  will  amount  to 
$14,250,000.  In  addition,  permit  fees  of  $35,000  will 
be  received.  The  total  of  these  amounts  may  be  com- 
pared with  $13,635,000  this  year  and  $13,336,514  in 
1953-54. 

Horse  Racing  Fees-$23 ,602,000 

Revenue  from  horse  racing  fees  is  estimated  to  total 
$23,602,000  in  1955-56  based  on  an  expected  $417  mil- 
lion to  be  wagered  during  that  year  at  various  tracks 
throughout  California.  Approximately  $414  million 
will  be  wagered  during  the  current  year,  producing 
$23,585,000  in  revenue. 
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Generally,  wagering  follows  the  trend  of  personal 
income,  and  the  anticipated  revenue  from  parimutuel 
betting  has  been  based  upon  income  projections.  Re- 
ceipts, particularly  those  accruing  to  the  General 
Fund,  have  been  estimated  higher  than  normal  in 
1954-55  since  the  racing  dates  for  one  major  track 
combine  to  give  53  days  in  that  fiscal  year  instead  of 
the  normal  50  days. 

Receipts  from  horse  racing  fees  are  shown  in  the 
table  below: 

(Thousands  of  dollars) 
Actual        Estimated      Estimated 
1953-54  1954-55         1955-56 

Tax   on   parimutuel    pools—  $21,041  $21,971  $22,030 

Breakage    1,185  1,378  1,332 

Unclaimed   tickets   2S6  236  240 

Totals $22,512  $23,585  $23,602 

General  Fund 4,224  5,650  5,600 

Pair  and  Exposition  Fund—     16,103  16,557  16,670 

State    College    Fund 1,185  1,378  1,332 

Wildlife   Restoration   Fund-       1,000 

Liquor  License  Fees-$9,420,000 

Liquor  license  fee  revenue  is  estimated  at  $9,420,- 
000  for  the  1955-56  fiscal  year,  compared  with 
$9,500,000  expected  in  the  current  year  aud  $8,586,- 
074  collected  in  1953-54.  These  estimates  assume  no 
modifications  in  fee  structure  and  no  further  issuance 
of  new  on-sale  general  licenses.  Undoubtedly,  policy 
changes  in  the  issuance  of  licenses  will  be  made  by  the 
new  Department  of  Alcoholic  Beverage  Control  in- 
fluencing this  revenue,  but  the  effect  of  such  changes 
cannot  be  appraised  at  this  time. 

Beginning  with  the  1954-55  fiscal  year,  there  was  a 
10  percent  increase  in  statutory  fees,  the  revenue  thus 
obtained  accruing  to  the  General  Fund.  The  General 
Fund  share  will  amount  to  $475,000  in  1954-55  and 
$515,000  in  1955-56.  The  remainder  of  the  collections 
will  be  apportioned  as  usual  to  the  cities  and  counties 
on  the  basis  of  the  value  of  licenses  issued  in  each 
jurisdiction. 

The  estimates  assume  a  continuation  of  the  slight 
decline  in  revenue  from  licenses  other  than  general 
on-sale  and  graduated  off-sale  general  licenses.  Of 
these  exceptions,  the  former  has  been  assumed  to  re- 
main at  current  levels,  while  a  slight  increase  has 
been  assumed  in  the  latter — generally  following  the 
increase  in  sale  of  distilled  spirits.  The  slight  increase 
in  the  General  Fund  share  of  license  fees  in  1955-56, 
in  spite  of  the  general  decline  expected,  can  be  traced 
to  the  fact  that  some  licenses  issued  in  1954-55  were 
at  the  former  rates. 

Other  Special  Fund  Revenue— $38,1 01,000 

Revenue  for  many  of  the  special  funds  is  derived 
from  the  regulatory  activities  of  the  various  State 
offices ;  from  charges  for  special  services  to  particular 
groups  of  firms  and  individuals ;  from  oil  and  mineral 
royalties  which  have  been  dedicated  to  special  uses, 
such  as  school  support  and  beach  or  park  develop- 
ment ;  and  from  interest  on  the  investment  of  special 
fund  balances  temporarily  lying  idle.  The  aggregate 
of  these  and  similar  items  in  1955-56  is  estimated  at 
$38,101,307,  down  $67,700,412  from  the  current  year 


total  because  of  the  unusually  large  volume  of  oil  roy- 
alties released  to  the  State  this  year  with  return  of 
the  tidelands  to  State  ownership.  If  it  were  not  for 
this  item,  miscellaneous  special  fund  receipts  would 
show  a  slight  increase  next  year.  Detailed  information 
on  the  amounts  comprising  this  class  of  revenue  is 
shown  in  Schedule  2  of  the  budget  summary. 

TAX  TRENDS 

Tax  trends  during  recent  years  are  of  particular 
interest  in  the  light  of  the  need  for  additional  reve- 
nue to  support  the  increasing  expenditure  obligations 
of  State  government.  The  direct  relationship  between 
economic  conditions  and  revenue  yield  has  been  em- 
phasized in  connection  with  the  1955-56  forecasts.  It 
is  re-emphasized  by  a  study  of  business  activity  and 
tax  collections  over  the  last  two  decades.  The  basic 
structure  of  California's  present  tax  system  was 
developed  in  1933  and  1935.  Except  for  perfecting 
amendments,  liberalized  deductions,  and  the  increase 
in  motor  vehicle  taxes  to  finance  accelerated  high- 
way construction  programs,  the  system  has  not  been 
changed  in  any  important  respect  since  1935.  Yet  the 
taxes  which  raised  less  than  $220,000,000  in  1936-37 
(the  first  full  year  under  the  present  system)  are 
expected  to  return  $1,300,000,000  *  in  1955-56. 

The  six-fold  growth  in  tax  revenue  during  this 
period  is  slightly  greater  than  the  increase  in  the 
income  received  by  individuals  in  California,  with 
the  result  that  State  tax  collections  per  $100  of  indi- 
vidual income  rose  from  $4.63  in  1936-37  to  $4.89  in 
1953-54  and  are  estimated  at  $5.02  in  1955-56.  All  of 
the  increase  can  be  traced  to  highway  levies,  however. 
General  Fund  taxes  actually  absorb  less  of  the  aggre- 
gate personal  income  today  than  at  any  time  except 
during  the  period  of  war  and  early  postwar  tax 
reductions :  $3.11  per  $100  of  income  in  1953-54  and 
$3.17  estimated  for  next  year,  compared  with  $3.28 
in  1936-37  and  a  prewar  average  of  $3.43. 

Several  factors  have  contributed  to  the  decline  in 
General  Fund  taxes  in  relation  to  total  personal 
income.  Principal  among  these  are:  (1)  the  $1,000 
increase  in  State  income  tax  exemptions  for  both  in- 
dividuals and  families,  and  the  decrease  in  maximum 
tax  rate  from  15  percent  on  taxable  income  in  excess 
of  $250,000  to  6  percent  above  $25,000;  (2)  more  lib- 
eral exemptions  and  deductions  under  the  personal 
income  tax  and  the  bank  and  corporation  tax; (3)  an 
increase  in  sales  tax  exemptions  from  five  when  this 
law  was  first  enacted  to  some  26  at  the  present  time ; 
and  (4)  the  diversion  to  special  uses*  such  as  highway 
construction  and  assistance  to  local  governments,  of 
approximately  $30,000,000  formerly  accruing  to  the 
General  Fund  each  year.  In  contrast  with  the  first 
three,  the  final  factor  did  not  lighten  the  tax  load. 

The  increase  in  burden  of  special  fund  taxes  has 
been  entirely  in  the  motor  vehicles  levies.  In  fact, 
other  special  fund  receipts  have  dropped  slightly  in 
relation  to  personal  incomes.  Against  an  over-all 
advance  of  43  cents  per  $100  of  personal  income, 
motor  vehicle  taxes  have  increased  47   cents — from 

*  Revenue  from  major  tax  sources  only ;   departmental  revenue, 
interest,  rents,  royalties,  and  miscellaneous  receiDts  excluded. 
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$1.20  in  1936-37  to  $1.67  in  1953-54.  As  receipts  in 
the  latter  year  did  not  fully  reflect  the  higher  motor 
vehicle  taxes  enacted  as  part  of  the  1953  highway 
construction  program,  further  advances  are  indicated 
for  this  j'ear  and  next.  In  each  of  these  periods,  motor 
vehicle  taxes  (including  "in  lieu"  fees)  will  amount 


to  approximately  $1.75  per  $100  of  income  and  total 
special  fund  levies  will  reach  a  ratio  of  $1.85. 

A  summary  of  income  payments  to  individuals  in 
California,  State  tax  collections,  per  capita  taxes,  and 
tax  payments  per  $100  of  individual  income  is  shown 
below. 


SUMMARY  OF  STATE  POPULATION,  INCOME  OF  CALIFORNIA  RESIDENTS,  AND  STATE  TAX  COLLECTIONS 

Excluding  Departmental  and  Miscellaneous  Revenues 


Estimated 

Population 

July  1st 

(Thousands) 

Estimated 
Income  of 
Individuals 
(Millions) 

Income 

per 
Capita 

Fiscal 
Year 

State  Tax  Collections 

Taxes  per  Capita 

Taxes  per  $100  of 

General             Special 
Fund                Funds               Total 
(Thousands)    (Thousands)     (Thousands) 

Individual  Income 

Year 

General      Special 
Fund          Funds           Total 

General     Special 
Fund         Funds        Total 

1936 6,341  $4,730  $746  1936-37  $155,047  $63,723  $21S,770  $24.10  $9.90  $34.00  $3.2S  $1.35  $4.63 

1937 6,528  5,047  773  1937-3S  172,159  68,161  240,320  26.12  10.34  36.46  3.41  1.35  4.76 

1938 6,656  4,772  717  1938-39  166,80S  69,288  236,096  24.82  10.31  35.13  3.50  1.45  4.95 

1939 6,7S5  5,047  744  1939^0  174,142  76,S13  250,955  25.36  11.19  36.55  3.45  1.52  4.97 

1040 6,950  5,606  807  1940-41  195,796  84,553  280,349  27.80  12.00  39.80  3.49  1.51  5.00 

1941* 7,049  6,922  9S2  1941-42  238,440  85,768  324,208  33.24  11.96  45.20  3.44  1.24  4.68 

1942* 7,297  8,964  1,228  1942^3  274,575  71,906  346,481  36.94  9.67  46.61  3.06  0.80  3.86 

1943* 7,570  11,720  1,548  1943-44  301,506  72,2S2  373,788  38.53  9.24  47.77  2.57  0.62  3.19 

1944* 8,083  13,04S  1,614  1944-45  314,237  S0,238  394,475  37.84  9.66  47.50  2.41  0.61  3.02 

1945* S,523  13,242  1,554  1945-46  353,400  113,245  466,645  37.39  11.98  49.37  2.67  0.85  3.52 

1946 9,559  15,180  1,588  1946-47  432,859  137,751  570,610  44.64  14.21  58.85  2.85  0.91  3.76 

1947 9,832  16,043  1,632  1947-48  457,297  228,708  6S6,005  45.97  22.99  68.96  2.85  1.43  4.28 

1948 10,064  16,937  1,683  1948-49  485,368  249,344  734,712  47.58  24.44  72.02  2.87  1.47  4.34 

1949 10,337  16,824  1,627  1949-50  524,428  26S.177  792,605  50.00  25.57  75.57  3.12  1.59  4.71 

1950 10,638  18,621  1,750  1950-51  647,992  295,542  943,534  59.58  27.17  86.75  3.48  1.59  5.07 

1951 11,115  21,214  1,909  1951-52  709,245  322,699  1,031,944  62.41  28.40  90.81  3.34  1.52  4.86 

1952 11,612  23,257  2,003  1952-53  754,048  346,480  1,100,528  63.67  29.25  92.92  3.24  1.49  4.73 

1953 12,075  24,856  2,058  1953-54  772,250  442,538  1,214,788  62.98  36.09  99.07  3.11  1.78  4.89 

1954 12,450  25,200  2,024  1954-55  801,069  464,649  1,265,718  63.45  36.80  100.25  3.18  1.84  5.02 

1955 12,S00  25,850  2,020  1955-56  S20,262  478,405  1,298,667  63.10  36.80  99.90  3.17  1.85  5.02 

*  Amounts  shown  during  period  of  "World  "War  II  represent  civilian  population,  estimated  income  of  civilians,  and  per  capita  civilian 

income. 
Population  data,  1936  through  1949,  are  based  on  United  States  Census  Bureau  estimates ;  population,  1950  to  date,  estimated  by  the 

State  Department  of  Finance. 
Income  of  individuals,  1936  through  1953,  from  United  States  Department  of  Commerce  estimates,  Survey  of  Current  Business,  Aug. 

1953  and  1954.  Reported  totals  for  1941  through  1945  have  been  adjusted  to  exclude  income  of  armed  forces  personnel.  Data  for 

1954  and  1955  are  estimates  by  the  State  Department  of  Finance. 

Income  per  capita  computed  from  population  and  income  data  shown.  Amounts  differ  somewhat  from  U.  S.  Department  of  Commerce 

estimates. 
Taxes  per  capita  computed  on  the  basis  of  population  January  1st,  the  midpoint  of  the  fiscal  year. 
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DEPARTMENTAL  REVENUES 
— Continued 

Corrections — Continued 
Youth  Authority: 

Departmental  Administration        _   . 

County  Board  Charges          __            

Fricot  Ranch  School  for  Boys.       - 

Fred  C.  Nelles  School  for  Boys          _   - 
Paso  Robles  School  for  Boys     .       -     .   . 
Preston  School  of  Industry,   _   _     _-   _   _ 
Los  Guilucos  School  for  Girls.   - 
Ventura  School  for  Girls   __ 

o 

3 
O 

c9 
O 

Totals,  Corrections  

Education: 

Department  of  Education: 

General  Activities 

State  Colleges  and  Technical  Schools: 

Chico  State  College      _    

Fresno  State  College. __     _   

Humboldt  State  Col  We  _ 

Long  Beach  State  College 

Los  Angeles  State  College  of  Applied 

Arts  and  Sciences  __                

Sacramento  State  College            _. 

San  Diego  State  College     

San  Francisco  State  College 

San  Jose  State  College.       _   

California  State  Polytechnic  College 

California  Maritime  Academy 

Special  Schools  for  Physically  Handicapped 
Children: 

California  School  for  Blind 

California  School  for  Deaf,  Berkeley    _ 

California  School  for  Deaf,  Riverside 

School   for    Cerebral   Palsied    Children, 

Northern  California     _          

School   for   Cerebral   Palsied    Children, 

Southern  California.      __     _    

Orientation  Centers  for  the  Adult  Blind: 

Oakland  Orientation  Center  _ 

California  Industries  for  the  Blind: 

Los  Angeles  Center... 

Oakland  Center  __       
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DEPARTMENTAL  REVENUES 
— Continued 

Regulation  and  Licensing — Continued 

Department  of  Professional  and  Vocational 
Standards — Continued 
Board     of     Examiners     in     Veterinary 

Medicine _  _   _   

Board  of  Vocational  Nurse  Examiners.  . 
Yacht  and  Ship  Brokers  Commission 

Totals,  Department  of  Professional 
and  Vocational  Standards 

Public  Utilities  Commission 

Totals,  Regulation  and  Licensing 

Social  Welfare: 

Department  of  Social  Welfare 

Recreation  Commission.                _   ._ 

Totals,  Social  Welfare 

Veterans  Affairs: 

Department  of  Veterans  Affairs: 

Departmental  Administration 

Veterans  Home 

Woman's  Relief  Corps  Home     . 
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Expenditure  Requirements,  1955-56 


Population  growth  continues  to  set  the  trend  for 
State  expenditures  in  California.  It  is  reflected  in  the 
requirements  for  support  of  public  schools,  in  the 
appropriations  necessary  for  State  colleges  and  the 
University,  in  the  cost  of  operating  mental  hospitals 
and  correctional  institutions,  in  the  provisions  made 
for  public  health,  and  in  the  construction  which  must 
be  undertaken  immediately  to  meet  the  needs  of  the 
future.  This  factor  more  than  any  other  accounts 
for  the  higher  expenditure  totals  in  recent  years  and 
represents  a  basic  difference  -between  the  fiscal  pro- 
gram of  California  and  that  of  many  other  states. 

Expenditures  of  State  government  during  the  fiscal 
year  beginning  July  1,  1955  and  ending  June  30,  1956 
are  budgeted  at  $1,529,768,426.  This  represents  an  in- 
crease of  more  than  $56,476,000  (3.8  percent)  over  the 
corresponding  total  of  the  current  year,  making  this 
budget — like  virtually  all  of  those  which  have  pre- 
ceded it — the  largest  in  California's  financial  history. 
More  than  half  the  total  will  be  paid  to  local  govern- 
ments for  education,  social  welfare,  roads  and  streets, 
and  other  functions.  Approximately  27  percent  of  the 
total  will  be  used  for  State  operations,  including  sup- 
port of  the  Legislature,  courts,  offices,  boards  and 
commissions,  and  all  departments  and  institutions.  A 
little  less  than  20  percent  will  be  utilized  for  highway 
construction  and  capital  outlay  at  State  institutions 
and  other  centers  of  government.  Amounts  involved  in 
the  program  for  each  of  these  broad  divisions  in  the 
coming  fiscal  year  are  shown  below: 

(Millions    of    dollars) 

Proposed      Change  from  195Jf-55  Percent 

expenditure     Amount       Percent  of  total 

State  operations  _         $414.5             $37.9             10.1  27.1 

Capital  outlay  ___           292.9           —20.5           —6.5  19.2 

Local  assistance  _           822.4               39.0               5.0  53.7 


Totals   $1,529.8  $56.5  3.8  100.0 

Of  the  increase  in  State  operations,  $16,037,000 
represents  the  cost  of  a  salary  increase  to  State  em- 
ployees, including  those  employed  by  the  University  of 
California.  Provision  for  this  adjustment  grows  out  of 
the  State  Personnel  Board  finding  that  current  salary 
levels  are  approximately  5  percent  below  the  scales 
paid  in  private  industry  and  in  other  governmental 
agencies  for  work  of  comparable  skill  and  responsi- 
bility. Excluding  this  adjustment,  the  increase  in  State 
operating  expense  is  5.8  percent.  In  this  connection  it 
should  be  noted  that  in  the  1955-56  expenditure  data 
presented  in  this  statement  the  appropriation  for 
salary  increase  has  been  distributed  to  the  various 
agencies.  In  all  other  budget  schedules  the  salary  in- 
crease fund  is  shown  separately  as  a  lump  sum.  The 
deviation  is  made  at  this  one  point  in  order  to  show  as 
accurately  as  possible  the  total  amount  to  be  spent  for 
each  function  of  government. 

Approximately  68  percent  of  all  expenditures  by 
the  State  government  are  mandatory  under  provisions 
of  the  California  Constitution  or  the  statutes.  Among 


other  items  included  in  this  group  are  apportionments 
for  school  support,  interest  and  redemption  payments 
on  bonded  debt,  aid  to  the  aged,  the  blind,  and  needy 
children,  highway  expenditures,  and  revenue  shared 
with  cities  and  counties.  Only  32  percent  of  the  total 
program  is  subject  to  executive  control  in  preparing 
the  budget,  and  this  margin  is  narrowed  further  by 
the  fact  that  the  Governor  cannot  control  the  number 
of  people  needing  care  and  treatment  at  State  hos- 
pitals, the  number  committed  to  correctional  institu- 
tions, or — in  fact — the  number  meeting  the  tests  for 
admittance  to  State  colleges  and  the  University.  The 
degree  of  control  exercised  over  these  and  many  other 
budget  items  is  extremely  small  in  relation  to  the  pres- 
sures of  population  growth. 

A  statement  of  the  mandatory  expenditures  of  State 
government  is  shown  in  Schedule  9  of  the  budget.  A 
summary  of  the  principal  items  and  the  estimated 
amounts  required  for  each  purpose  is  given  below. 

(Millions  of  dollars) 
Fixed  Change  from  195Jf-55 

expenditures       Amount         Percent 

Public  schools $427.5  $30.0  7.5 

State  highways 239.2  —17.0  —6.6 

Social  welfare 141.1  1.6  1.1 

Revenue  for  local 

governments    176.6  4.1  2.4 

All  others 49.1  0.8  1.6 

Totals $1,033.5  $19.4  1.9 

Expenditures  for  education  account  for  39.5  cents 
out  of  each  dollar  budgeted  for  1955-56.  These  include 
the  administrative  activities  of  the  Department  of 
Education,  support  of  the  State  Library,  apportion- 
ments for  public  schools  and  items  related  to  school 
operation,  appropriations  for  centers  of  higher  educa- 
tion, and  the  construction  of  buildings  at  educational 
institutions. 

Second  in  order  of  size  are  the  expenditures  for 
highways  and  motor  vehicle  regulation :  24.6  cents  of 
each  dollar  will  be  expended  on  these  activities  next 
year.  Following  in  order  are  social  welfare  and  public 
health  (11.7  cents),  mental  hygiene  and  corrections 
(9.2  cents),  conservation  of  natural  resources  (4.7 
cents),  fiscal  affairs  (1.9  cents),  and  all  others  (8.4 
cents). 

Expenditures  for  each  of  these  seven  functional 
classifications  are  outlined  in  the  following  para- 
graphs. 

Education— $603,58  7 ,000 

In  total,  more  than  2,500,000  individuals — one  out 
of  each  five  persons  in  California — will  attend  a  pub- 
licly supported  educational  institution  next  year, 
establishing  new  records  of  attendance  for  elementary 
and  secondary  schools,  special  centers  for  the  physi- 
cally handicapped,  and  State  colleges.  Only  the  Uni- 
versity of  California  will  operate  below  peak  level 
and,  excluding  the  supercharged  period  immediately 
following  World  War  II,  enrollment  at  the  University 


A-26 


will  also  register  a  substantial  increase  over  other 
recent  years.  Moreover,  record  attendance  at  high 
schools  of  the  State  foretells  still  further  expansion 
of  college  and  University  enrollments  within  the  next 
few  years,  and  provision  must  be  made  for  this  future 
growth  by  budgeting  in  the  coming  year  to  build  the 
most  urgently  needed  classrooms,  laboratories,  and 
other  facilities. 

Largest  single  item  in  the  State  budget  is  the 
amount  required  for  support  of  public  schools — nearly 
$428,500,000.  Article  IX  of  the  Constitution  appro- 
priates each  year  for  current  financial  support  an 
amount  not  less  than  $180  per  pupil  in  average  daily 
attendance  during  the  preceding  fiscal  year.  "With  cur- 
rent attendance  estimated  at  a  record  2,375,000,  ap- 
portionments to  public  schools  next  year  will  reach 
$427,500,000,  an  increase  of  7.5  percent  over  the 
amount  required  in  1954-55.  To  this  must  be  added 
$1,000,000  for  high  school  courses  in  automobile  driv- 
ing. Partial  repayment  to  the  State  of  a  loan  made 
several  years  ago  will  bring  apportionments  to  $428,- 
482,804,  an  increase  of  $30,289,052  over  the  total  for 
the  current  fiscal  year  and  $61,426,000  above  the  sum 
required  in  1953-54. 

Other  elements  in  the  aggregate  payments  by  State 
government  for  assistance  to  local  schools  include  the 
$25,585,000  contribution  to  the  teachers'  retirement 
system— up  $2,665,000  over  1954-55;  $8,920,145  for 
interest  and  redemption  charges  on  school  building 
bonds — up  $593,640  over  the  current  year;  $354,761 
for  vocational  education — unchanged  from  the  present 
level;  and  $5,728,797  for  free  textbooks — an  increase 
of  $3,222,287  due  chiefly  to  the  adoption  of  a  new 
series  in  geography  and  history,  but  reflecting  as  well 
the  sharp  growth  in  school  attendance.  Provision  for 
State  support  of  child  care  centers  terminates  on  June 
30,  1955,  and  no  funds  are  included  for  this  activity 
in  the  coming  year. 

In  total,  expenditures  for  assistance  to  local  schools 
in  1955-56  are  budgeted  at  $469,071,507,  compared 
with  $436,033,912  this  year  and  $405,276,417  in  1953- 
54.  The  importance  of  this  item  in  determining  budget 
trends  is  shown  by  the  fact  that  50  percent  of  the 
growth  in  General  Fund  expenditures  occurs  in  this 
area. 

Expenditures  for  support  of  special  schools  reflect 
the  moderate  enrollment  growth  in  the  older  institu- 
tions and  the  scheduled  expansion  of  facilities  at  the 
new  School  for  the  Deaf  in  Riverside.  Including  pro- 
grams for  the  blind,  the  support  of  special  schools 
will  amount  to  $3,900,000,  up  $433,000  from  the  cur- 
rently authorized  level.  Of  this  increase,  $203,448  is 
accounted  for  in  the  Riverside  expansion.  Capital  out- 
lay appropriations  of  $1,590,277,  designed  primarily 
to  bring  the  Riverside  School  to  its  maximum  enroll- 
ment, will  result  in  total  expenditures  of  $5,490,133, 
or  $191,000  more  than  during  the  current  year. 

As  in  the  case  of  public  schools,  the  enrollment  pres- 
sure upon  State  colleges  this  year  stands  at  an  all-time 
high,  and  additional  students  are  expected  in  1955-56 
as  expanding  capacities  allow  these  educational  cen- 
ters to  accept  their  share  of  the  growing  number  of 
high  school  graduates.  Enrollments  at  the  11  State 
colleges  are  expected  to  reach  38,181  full-time  students 
next  year,  or  3,720  above  the  current  total.  In  line 
with   this   growth,   recommended   appropriations   for 


college  support  are  $26,706,796,  an  increase  of  $4,267,- 
000  above  the  estimated  requirements  in  the  present 
fiscal  year. 

A  new  fee  of  $75  a  semester  for  out-of-state  students 
attending  the  State  colleges  has  been  included  in  the 
budget  in  anticipation  of  legislative  enactment  during 
the  1955  General  Session.  Adoption  of  this  charge  will 
bring  the  California  colleges  into  line  with  publicly 
supported  colleges  in  other  states,  and  will  result  in 
an  additional  reimbursement  of  $138,000  a  year. 

The  1955-56  capital  outlay  program  for  the  State 
colleges  is  designed  primarily  to  assure  sufficient  hous- 
ing and  instructional  areas  for  enrollments  in  the  fall 
semester  of  1958.  To  meet  the  projected  growth  to  that 
date  and  alleviate  the  overcrowding  now  facing  some 
of  these  schools,  $18,932,572  is  budgeted  to  provide 
classrooms  and  related  facilities  at  all  colleges,  four 
cafeterias  where  new  campuses  and  extended  day  pro- 
grams require  them,  gymnasiums  to  meet  enrollment 
needs  at  three  schools,  and  various  auxiliary  struc- 
tures for  instructional  needs.  In  addition,  new  sites 
have  been  selected  and  $2,150,000  has  been  added  to 
existing  funds  to  provide  immediate  temporary  hous- 
ing on  the  two  campuses  of  Los  Angeles  State  College. 

Enrollments  at  the  eight  campuses  of  the  University 
of  California  for  1955-56  are  estimated  at  36,651,  a . 
gain  of  2,513  over  the  current  year.  The  State  appro- 
priation for  support  of  the  University  shows  an  in- 
crease of  9.2  percent— from  $60,100,721  in  1954-55,  to 
$65,641,896  in  1955-56.  These  amounts  include  the 
State's  contributions  to  the  Employees'  Retirement 
Fund  on  behalf  of  University  personnel,  and  the 
salary  increase  provision,  which  alone  adds  $3,102,744 
to  the  University's  expenditure  program. 

The  medical  centers  at  Los  Angeles  and  San  Fran- 
cisco, which  will  be  in  full  scale  operation  next  year, 
account  for  the  major  increases  in  budget  expendi- 
tures. With  the  exception  of  air  pollution  research,  no 
new  programs  are  included  in  the  University's  budget. 
The  study  of  air  pollution  was  started  in  1954-55,  by 
means  of  an  allocation  from  the  Emergency  Fund  and 
a  requested  deficiency  appropriation.  The  Survey  of 
Higher  Education,  underway  for  two  years,  will  be 
completed  in  1954-55  with  a  report  to  the  Legislature 
at  the  1955  Regular  Session. 

The  capital  outlay  program  of  the  University  for 
other  than  agricultural  projects  shows  a  marked  in- 
crease as  the  initial  step  in  the  five-year  program 
designed  to  meet  the  enrollments  anticipated  by  1960. 
Expenditures  for  non-agricultural  projects  are  recom- 
mended at  $8,718,000,  including  buildings  at  Los 
Angeles  for  engineering,  physical  sciences,  and  life 
sciences,  and  a  building  to  house  the  physical  sciences 
and  mathematics  at  Berkeley.  Capital  outlay  proj- 
ects for  agricultural  activities  at  the  Davis  campus, 
financed  from  the  University's  share  of  the  Fair  and 
Exposition  Fund,  are  estimated  at  $246,500,  while 
agricultural  projects  on  other  campuses  total  $1,528,- 
050.  In  addition,  $1,854,513  from  the  Fair  and  Expo- 
sition Fund  is  to  be  transferred  to  a  reserve  for 
expenditure  at  a  later  date  as  agricultural  projects 
are  approved  by  the  Regents. 

Including  endowment  and  other  funds,  the  total 
expenditure  program  for  the  University  next  year 
will  be  $102,032,414,  an  increase  of  $10,986,892  over 
the  sum  provided  in  the  present  year. 
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Expenditures  for  Education 

(Thousands  of  dollars) Change  from 

Actual        Estimated      Proposed  1954-55 

1953-54        1954-55       1955-56  Amount        Pet. 
State  Operations: 

Department  of  Education       $4,470          $4,S22          $5,155  332           6.9 

State  colleges   19,768          22,440          26,707  4,267         19.0 

Special  schools;  blind 

centers 3,106            3,467            3,900  433         12.5 

University  of  California.       55,367          60,101         65,642  5,541          9.2 

Other   171               253               237  —16       —6.5 

Totsls    Statp 

Operations $82,SS2  $91,083  $101,640  10,557  11.6 

Capital  Outlay: 

State   colleges   $8,678  $20,414  $18,933  —1,481  —7.3 

Special   schools    1,139  1,832  1,590  —242  —13.2 

University    11,048  9,306  12,347  3,041  32.7 

Other     — 5  206  __  — 206  — 100.0 

Totals,  Capital 

Outlay   $20,859  $31,757  $32,870  1,112           2.9 

Local  Assistance: 

School   support   $367,056  $398,194  $428,483  $30,289           7.6 

Teachers'    retirement    _.  23,292  22,920  25,585  2,665         11.6 

School  buildings —202  — 85  __  85 

Child   care    centers 3,858  3,817  __  —3,817  —100.0 

Free   textbooks    3,303  2,507  5,729  3,222       128.6 

Debt   service   7,615  8,327  8,920  594           7.1 

Other 355  355  355 

Totals,  Local 

Assistance    $405,276      $436,034      $469,072        $33,038  7.6 

Grand  Totals $509,017      $558,874      $603,581        $44,707  8.0 

Highways,  Streets,  Traffic,  and  Motor  Vehicle 
Regulation— $376,9  7  7,000 

Expenditures  for  highway  construction  and  main- 
tenance, traffic  control,  and  motor  vehicle  regulation 
during  1955-56  will  total  $376,917,000.  Of  this  amount, 
$73,173,000  will  be  spent  for  support  of  State  oper- 
ating agencies — the  Highway  Patrol,  Department  of 
Motor  Vehicles,  and  State  Division  of  Highways, 
while  $211,448,000  will  be  used  for  construction,  and 
$92,296,000  will  be  paid  to  counties  and  cities  in  the 
course  of  sharing  receipts  from  the  gasoline  tax  and 
registration  fees,  and  as  a  grant-in-aid.  "With  the  ex- 
ception of  capital  outlay  for  construction  on  the  State 
highway  system,  expenditures  for  each  of  the  prin- 
cipal items  will  increase  during  1955-56  compared 
with  the  amounts  being  spent  in  the  current  year. 
Utilization  of  highway  fund  balances  carried  forward 
from  earlier  years  and  a  revision  in  the  method  of 
accounting  for  depreciation  on  construction  equip- 
ment have  added  to  the  normal  volume  of  capital 
expenditures  this  year,  carrying  the  total  to  $228,- 
218,000. 

The  Governor's  recommendation  that  present  high- 
way user  tax  rates  be  continued  is  a  key  feature  in  the 
budget  provision  for  new  highway  construction.  The 
reduction  in  rates  on  July  1,  1955,  as  contemplated  in 
the  1953  highway  legislation,  would  result  in  a  reve- 
nue reduction  of  approximately  $25,000,000  during 
the,  next  fiscal  year.  As  the  shares  going  to  counties 
and  cities  are  fixed  without  regard  to  this  drop  in 
rates,  the  entire  reduction  would  be  borne  by  the  State 
and  would  be  evident  chiefly  in  a  substantially  lower 
volume  of  highway  construction.  With  a  firm  level  of 
State  revenue  and  $40,577,000  in  Federal  funds,  a 
program  of  construction  and  improvement  involving 
418  miles  of  State  highways  can  be  undertaken. 

Painfully  slow  progress  is  being  made  in  the  cam- 
paign to  curb  highway  accidents  and  traffic  deaths. 
With  an  increase  of  3.5  percent  in  motor  vehicle  reg- 
istrations last  year,  the  number  of  reportable  acci- 
dents outside  incorporated  cities  increased  2.4  percent 
through  the  end  of  November.  Injury  accidents  were 
3.0  percent  greater,  but  fatalities  were  9.5  percent 


below  the  corresponding  period  of  1953.  Notwith- 
standing this  gain,  more  than  2,000  persons  were 
killed  on  the  rural  highways  of  California  last  year, 
over  46,000  were  injured,  and  property  damage 
amounted  to  millions  of  dollars.  To  cope  with  this 
situation,  the  budget  provides  for  24  additional  traffic 
sergeants  and  246  more  officers,  bringing  the  total 
strength  to  2,008,  or  one  uniformed  officer  for  each 
3,160  registered  vehicles.  The  cost  of  intensifying  the 
enforcement  effort  will  be  $1,642,850  per  year,  or  less 
than  26  cents  per  registration. 

It  is  estimated  there  will  be  more  than  6,600,000 
registered  vehicles  in  the  State  and  6,850,000  licensed 
drivers  by  the  end  of  1956.  More  than  half  the  people 
of  California  have  occasion  to  contact  the  Department 
of  Motor  Vehicles  in  connection  with  their  ownership 
or  operation  of  a  motor  vehicle.  In  order  to  give  ade- 
quate service  to  this  large  segment  of  the  State's  pop- 
ulation, the  budget  makes  provision  for  a  moderate 
increase  in  staff  and  the  establishment  of  11  new  field 
offices. 

Expenditures  for  Highways,  Streets,  and 
Motor  Vehicle  Regulation 

(Thousands  of  dollars)  Change  from 

Actual        Estimated      Proposed  1954-55 

1953-54        1954-55       1955-56         Amount       Pet. 
State  Operations: 
California  Highway 

Patrol    $15,117        $17,318        $19,979  $2,662         15.4 

Department  of  Motor 

Vehicles    15,639  17,144  17,897  753  4.4 

State  highway  mainte- 
nance, etc. 31,416  32,018  35,297  3.279         10.2 

Totals,   State  Opera- 
tions       $62,172        $66,479        $73,173  $6,694         10.1 

Capital  Outlay: 

State   highways   $222,432      $227,938      $210,670    — $17,26S       —7.6 

Other    219  280  778  498       177.6 

Totals,  Capital  Outlay  $222,650  $228,218  $211,448  —$16,770  —7.3 
Local  Assistance: 
For  County  Roads: 

Fuel   tax    $59,565  $53,191  $54,902  $1,711  3.2 

Registration  fees   ___  8,692  9,274  9,600  326  3.5 

State  grant-in-aid   —  784  3,747  2,500  —1,247  —33.3 

Totals,  County 

Roads $69,041        $66,212        $67,002  $790  1.2 

For  City  Streets: 

Fuel  tax       $25,420        $24,808        $24,994  $186  0.8 

Grade  crossing  protection  25  175  300  125         71.6 

Totals,  Local 

Assistance    $94,486        $91,195        $92,296         $1,101  1.2 

Grand  Totals    $379,309      $385,892      $376,917     —$8,975      —2.3 

Social  and  Industrial  Welfare,  Public  Health,  and 
Related  Activities— $179,801,000 

Programs  of  service  in  the  fields  of  health  and  wel- 
fare have  matured  during  recent  years,  and  after  a 
period  of  rapid  growth  are  now  among  the  most  stable 
activities  of  State  government.  The  $179,801,000  budg- 
eted for  expenditure  on  all  social  and  industrial  wel- 
fare, public  health,  and  related  functions  in  1955-56 
is  actually  less  than  was  spent  in  some  of  the  earlier 
years.  Part  of  the  reduction  may  be  traced  to  the 
growing  importance  of  the  Federal  old  age  and  sur- 
vivors insurance  program  in  providing  retirement 
pensions,  thus  alleviating  the  need  for  public  assist- 
ance. Part  is  due  to  changes  in  legal  restrictions  gov- 
erning payment  of  aid  to  persons  in  need  and  to 
stricter  enforcement  of  these  provisions,  and  part 
reflects  a  decrease  in  capital  outlay  expenditures  from 
the  peak  of  a  few  years  ago. 

Most  of  the  expenditures  by  the  State  for  social 
welfare  are  made  through  the  county  governments. 
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Subventions  for  these  purposes  are  estimated  at  $143,- 
624,000,  with  old  age  security — largest  of  the  welfare 
items  both  from  the  viewpoint  of  the  number  of  per- 
sons involved  (272,500)  and  the  cost  of  the  program 
($97,446,000)— accounting  for  two-thirds  of  the  total. 
During  recent  years  there  has  been  very  little  change 
in  the  number  of  aged  aid  recipients,  due  to  the 
growing  effectiveness  of  the  old  age  and  survivors 
insurance  program  which  now  covers  approximately 
40  percent  of  persons  over  65  years  of  age.  Aid  to 
needy  children  will  require  payments  aggregating 
$36,066,000,  and  assistance  to  the  blind  will  amount 
to  $5,998,000.  In  addition,  hospital  care  of  the  aged 
and  blind,  inspection  of  boarding  homes  for  children 
and  aged,  and  support  of  the  adoption  program  will 
amount  to  $4,115,000. 

The  estimated  average  of :  (a)  persons  to  be  granted 
assistance,  (b)  monthly  payments,  and  (c)  the  State's 
share  of  these  monthly  amounts  for  the  1955-56  fiscal 
year  follows : 

Average  Average 

number  of  monthly    State's  share 

recipients  payment           of  aid 

Old  age  security 272,500  $67.50            $29.80 

Aid  to  needy  children 

Family  groups  * 190,310  37.75              13.91 

Foster  homes 9,572  62.75              37.80 

Aid  to  the  blind 12,400  84.50              37.82 

Aid  to  partially  self- 
supporting  blind  415  89.00              74.30 

*  Including  needy  parent. 

The  State  Department  of  Social  Welfare  will  ex- 
pend $2,467,150  during  1955-56  for  the  administra- 
tion of  the  subventions  and  other  current  expenses. 

Subventions  for  public  health  will  total  $15,060,000, 
an  increase  of  $681,000  over  the  sum  provided  in  the 
present  year.  Virtually  all  of  the  change  will  occur 
in  two  programs — aid  to  crippled  children  and  hos- 
pital construction. 

Assistance  for  support  of  local  health  departments 
will  follow  population  growth,  while  tuberculosis  sub- 
sidies will  drop  fractionally  from  the  unusually  high 
level  provided  in  the  current  year's  budget.  Principal 
development  in  the  budget  of  the  State  Department 
of  Public  Health  is  the  provision  of  funds  for  air 
pollution  control  and  research  into  this  health  prob- 
lem. Provision  is  also  made  for  continuing  the  pre- 
vention of  blindness  study,  financed  entirely  from 
donations.  Additional  laboratory  technicians  are  pro- 
vided to  increase  the  effectiveness  of  the  encephalitis 
warning  net  initiated  during  1954-55. 

Budget  recommendations  for  support  of  the  De- 
partment of  Veterans  Affairs  have  been  determined 
largely  by  three  factors:  (1)  the  anticipated  gain  of 
152  in  the  membership  of  the  Veterans'  Home, 
bringing  the  total  to  2,058;  (2)  an  increase  in  the 
allotment  for  educational  assistance  to  veterans' 
dependents;  and  (3)  a  drop  in  enrollments  but 
an  increase  in  average  costs  under  the  program  of 
educational  assistance  to  veterans.  Expenditures  by 
the  State  for  services  to  veterans  will  amount  to 
$5,740,000,  an  increase  of  $61,000  over  the  present 
total,  while  $350,000  will  be  provided  for  local  service 
offices — the  same  as  during  other  recent  fiscal  periods. 
Major  construction  for  the  Veterans'  Home  includes 
the  third  and  final  unit  of  the  recreation  center, 
replacement  of  unsafe  facilities,  and  the  construction 
of  road  and  ground  improvements.  The  total  cost  of 


these  and  certain  minor  construction  items  is  placed 
at  $890,000. 

The  program  recommended  for  the  State  Depart- 
ment of  Industrial  Relations,  charged  with  adminis- 
tering the  State's  labor  laws  and  promoting  the 
welfare  of  wage  earners  in  California,  is  continued 
largely  on  the  basis  of  expected  change  in  workload, 
particularly  in  the  areas  of  agricultural  safety  and 
labor  law  enforcement.  The  Governor's  recommenda- 
tion for  an  increase  of  payments  under  the  workmen 's 
compensation  insurance  law  relates  to  trust  fund  op- 
erations outside  the  budget  total. 

Expenditures  for  Welfare,  Health,  and  Related  Activities 

(Thousands  of  dollars)  Change  from 

State  Operations:  Actual  Estimated  Proposed  1954-55 

Dept.  of  Industrial  1953-54  1954-55  1955-56  Amount       Pet. 

Relations    _. $6,023  $6,329  $6,741  $412           6.5 

Dept.  of  Public  Health__  5,000  4,864  5,286  422           8.7 

Dept.    of    Social    Welfare  2,198  2.321  2.467  146           6.3 

Dept.  of  Veterans'  Affairs  5,677  5,679  5,740  61           1.1 

Other   53  39  42  3           6.6 

Totals    State 

Operations    $18,950        $19,232        $20,276         $1,044  5.4 

Capital  Outlay: 

Veterans"   Home    $1,591  $914  $890  —$24      —2.7 

Public  Health   231  129  _  — 129  — 100.0 

Dept.  of  Employment — 30S  — 412  — 398  13          3.1 

Totals,  Capital 

Outlay    $1,514  $632  $491        —$141    —22.3 

Local  Assistance: 
Public  Health: 

Tuberculosis   subsidies.  $4,790          $5,486          $5,250         — $237       — 4.3 

Crippled    children    _._  3,010           4.151           4,498              348          8.4 
Aid  to  local 

health  depts.   ___  2,998            3,129            3,245               116           3.7 

Hospital    construction.  2,342            1,220            1,668               447         36.6 

Mosquito  control 698               393               400                   7           1.7 

Totals,  Public 

Health    $13,838        $14,379        $15,060  $6S1  4.7 

Social  Welfare: 

Old  age  security $101,127  $97,875  $97,446  —$429  —0.4 

Aid    to   needy   children..  30,722  34,303  36,066  1.763  5.1 

Aid   to   the   blind 5,702  5,844  5,998  154  2.6 

Other   3,361  3,748  4,115  367  9.8 

Totals,    Social  Welfare  $140,912      $141,769      $143,624         $1,855  1.3 

Veterans  Affairs 349  350  350 

Totals,    Local    Assistance  $155,098      $156,499      $159,035         $2,536  1.6 

Grand  Totals $175,562      $176,362      $179,801         $3,439  1.9 

Menial  Hygiene  and  Corrections— $1 40,454,000 

MENTAL   HYGIENE 

California's  program  of  active  accomplishment  in 
the  field  of  mental  hygiene  is  extended  moderately  in 
the  budget  recommendations  for  1955-56.  Further  im- 
provements in  level  of  service  are  provided  in  the 
increased  allowances  for  medical  staff,  psychologists, 
social  workers,  therapists,  and  ward  personnel  for 
more  intensive  treatment  of  mentally  ill  and  mentally 
retarded  patients.  The  program  will  be  further  im- 
plemented by  the  functioning  of  recently  completed 
receiving  and  treatment  centers  at  several  mental 
hospitals. 

During  the  next  fiscal  year,  the  State  will  care  for 
an  average  of  48,462  resident  patients  in  its  mental 
hospitals,  an  increase  of  3,000,  or  6.6  percent,  over 
the  number  in  1954-55.  The  family  care  program  will 
be  further  expanded  to  permit  placement  of  an  addi- 
tional 100  cases  in  homes,  increasing  to  700  the  aver- 
age number  of  cases  to  be  supported  during  the  year. 

Initial  services  of  the  Neuropsychiatric  Institute 
will  be  established  in  temporary  quarters  on  the  Los 
Angeles  campus  of  the  University  and  will  operate 
in  conjunction  with  the  medical  school.   The   small 
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staff  will  also  assist  in  planning  the  permanent  unit 
which  will  be  built  as  a  wing  of  the  Medical  Center. 

Pursuant  to  Chapter  22,  Statutes  of  1954,  the  Al- 
coholic Rehabilitation  Commission  was  established  to 
investigate  all  phases  of  alcoholic  rehabilitation,  and 
report  thereon  with  recommendations  not  later  than 
October  15,  1956.  The  program  planned  for  the  1955- 
56  fiscal  year,  at  a  cost  of  $539,812,  includes  two  clini- 
cal research  centers,  two  exploratory  service  clinics 
for  alcoholics,  and  an  epidemiological  study.  In  view 
of  the  period  of  time  required  to  complete  the  medical 
research  phase  of  the  program,  it  may  be  necessary  to 
seek  an  extension  of  the  life  of  the  Commission  until 
1959. 

Recommended  expenditures  for  support  of  the  De- 
partment of  Mental  Hygiene  total  $73,460,726,  an 
increase  of  $9,666,000  over  the  amount  budgeted  for 
the  current  year.  This  gain  includes  the  added  cost 
of  $3,600,000  resulting  from  the  larger  patient  popu- 
lation, and  also  $2,570,000  to  cover  the  proposed 
adjustment  in  employee  salaries.  It  reflects  as  well  the 
provision  of  better  care  and  treatment  through  in- 
creases in  the  professional  staff  and  ward  personnel. 

The  construction  program  for  mental  hospitals  is 
dictated  largely  by  the  current  and  future  growth  in 
number  of  patients,  and  by  the  emphasis  being  placed 
upon  research,  training,  and  education.  A  total  of 
$20,508,613  is  budgeted  for  capital  outlay  in  1955-56, 
substantially  no  change  from  the  present  building 
volume.  Projects  to  be  undertaken  include  a  248-bed 
unit  at  the  Neuropsychiatric  Institute  in  Los  Angeles 
and  an  addition  to  Langley  Porter  Clinic  in  San 
Francisco,  a  500-bed  receiving  and  treatment  unit  at 
Agnews  State  Hospital,  and  ward  buildings  with  a 
capacity  of  1,068  beds  at  Patton  State  Hospital.  There 
are,  in  addition,  numerous  projects  to  be  undertaken 
at  the  several  other  mental  hospitals. 

CORRECTIONS 

An  average  of  16,450  adult  prisoners  is  estimated 
in  the  1955-56  program  of  operations  to  be  under- 
taken by  the  Department  of  Corrections — 1,140,  or 
7.4  percent,  more  than  during  the  current  year.  The 
Youth  Authority,  in  projecting  an  average  of  2,489 
cases — 215  more  than  in  the  present  year,  is  con- 
fronted with  a  9.5  percent  increase.  This  growth  in 
workload,  coupled  with  the  5  percent  salary  adjust- 
ment, accounts  for  the  16.2  percent  increase  in  the 
expenditures  proposed  for  the  support  of  adult  facili- 
ties and  the  13.4  percent  advance  shown  for  the 
Youth  Authority. 

The  State  will  operate  nine  prisons  during  1955-56 
— the  six  permanent  institutions,  the  Medical  Facility 
to  be  opened  at  Vacaville  replacing  Terminal  Island 
and  having  a  greater  capacity,  a  temporary  installa- 
tion at  San  Luis  Obispo,  and  a  prison  branch  at 
Tehachapi.  The  additional  personnel  required  to  op- 
erate these  installations  and  the  expense  of  feeding, 
clothing,  and  caring  for  the  larger  number  of  inmates 
account  for  most  of  the  increase  in  expenditures  for 
support  of  the  Department  of  Corrections.  However, 
among  other  elements  in  the  prison  program  are  the 
provisions  to  complete  the  transfer  of  vocational  edu- 
cation from  local  school  district  budgets  to  the  State, 
improvement  in  the  psychiatric  program  at  San  Quen- 
tin,  the  inauguration  of  a  two-year  pilot  study  of 


inmate  counseling  at  Deuel  Vocational  Institution, 
and  continuation  of  the  parole  study  being  conducted 
by  the  Adult  Authority.  Support  of  the  Department 
of  Corrections  in  1955-56  is  budgeted  at  $24,568,298, 
an  increase  of  $3,421,000  over  the  corresponding 
figure  for  the  present  year.  Capital  outlay  expendi- 
tures, including  new  units  at  Soledad  and  Corona, 
an  expansion  of  the  forestry  camp  and  prison  indus- 
tries programs,  and  additional  or  replacement  facili- 
ties at  other  prisons,  are  budgeted  at  $8,833,617 — an 
increase  of  $588,000  over  the  present  year  total. 

To  a  great  extent  the  program  of  the  Youth  Author- 
ity parallels  that  described  above  for  adult  correc- 
tions. Expanded  capacity  is  being  placed  in  operation 
this  year,  and  there  will  be  small  additions  during 
1955-56.  Expenditures  of  the  Youth  Authority  reflect 
primarily  this  increase  in  capacity  and  the  greater 
attention  to  be  given  to  probation,  delinquency  pre- 
vention, and  parole  supervision.  Support  of  the  Youth 
Authority  program  during  the  coming  fiscal  year  is 
budgeted  at  $9,595,013,  an  increase  of  $1,133,000  over 
the  current  level.  Capital  outlay  expenditures  are 
placed  at  $2,141,810,  somewhat  below  the  present 
year's  total.  Principal  outlay  items  include  replace- 
ment of  unsafe  structures  and  additions  to  the  physi- 
cal plant  at  the  Nelles  School  for  Boys,  additions  to 
the  academic  school  at  Preston  School  of  Industry, 
and  temporary  rehabilitation  and  emergency  repairs 
at  the  Ventura  School  for  Girls.  Smaller  projects  are 
planned  for  other  locations. 

Expenditures  for  Mental  Hygiene  and  Corrections 

(Thousands  of  dollars)  change  from 

Actual       Estimated      Proposed  1954-55 

1953-54       1954-55        1955-56        Amount  Pet. 

State  Operations: 
Department  of  Corrections 

(adults) $1S,426        $21,147        $24,568  $3,421         16.2 

Department  of  the  Youth 

Authority 6,454  S.462  9,595  1,133         13.4 

Department  of  Mental 

Hygiene    57,212  63,794  73,461  9,666         15.2 

Totals,  State  Opera- 
tions      $S2,092  $93,404  $107,624  $14,220  15.2 

Capital  Outlay: 

Adult  facilities $3,521  $8,245  $8,834  $5SS  7.1 

Youth  facilities 1,106  2,301  2,142  —159  —6.9 

Mental  hospitals 22,124  21,220  20,509  —711  —3.4 

Totals,   Capital  Outlay    $26,751        $31,766       $31,4S4        —$281      — 0.9 
Local  Assistance: 

Juvenile  homes;  camps—  $771  $936  $1,346  $410        43.7 

Grand  Totals $109,615      $126,106      $140,454       $14,348        11.4 

Conservation  and  Development  of 
Natural  Resources-$71 ,738,000 

Included  in  this  classification  are  the  activities  of 
the  State  agencies  concerned  with  the  broad  field  of 
development,  conservation,  and  protection  of  our 
natural  resources.  This  extensive  area  of  operation 
embraces  services  to  the  agricultural  and  mining  in- 
dustries, conservation  and  propagation  of  fish  and 
game,  operation  of  park  and  beach  areas,  timber  and 
watershed  protection  and  wildland  management, 
water  resource  development  and  conservation,  flood 
control,  and  support  of  agricultural  fairs.  Aggregate 
expenditures  during  1955-56  for  the  many  activities 
comprised  under  this  general  heading  will  be  $71,- 
738,051,  an  increase  of  $1,299,000  over  the  current 
year's  total.  Factors  contributing  most  heavily  to  the 
higher  costs  are  the  $1,359,000  attributable  to  salary 
increases  and  an  additional  $2,262,000  required  for 
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local  flood  control.  Excluding  these  two  amounts,  ex- 
penditures budgeted  for  1955-56  are  below  the  current 
level. 

To  cope  with  the  conditions  created  by  increasing 
population  and  to  make  reasonable  preparation  for 
the  immediate  future,  moderate  expansion  or  intensi- 
fication of  program  are  proposed  for  several  of  these 
agencies.  Among  these  is  provision  in  the  budget  of 
the  Department  of  Fish  and  Game  for  the  operation 
of  new  and  enlarged  hatchery  facilities  and  a  new 
waterfowl  management  area.  To  improve  fire  detec- 
tion and  to  reduce  the  acreage  burned  annually,  addi- 
tional fire  suppression  personnel  are  recommended  for 
the  Division  of  Forestry  and  two  additional  work 
camps  are  proposed  for  inmates  of  the  Department  of 
Corrections.  Also  recommended  is  the  continuation  of 
the  collection  and  analysis  of  data  on  water  supply 
and  utilization  on  the  Sacramento  River  and  the 
Sacramento-San  Joaquin  Delta  to  facilitate  the  settle- 
ment of  questions  regarding  rights  to  these  waters. 

Other  changes  embodied  in  the  budget  recommenda- 
tions are :  termination  of  the  salinity  barrier  studies ; 
an  increase  in  the  staff  of  the  Soil  Conservation  Com- 
mission to  assist  local  conservation  districts  and  to 
handle  the  recently  authorized  federal  program  for 
conservation  measures  on  upstream  watersheds;  and 
staffing  for  the  proper  operation  and  maintenance  of 
beaches  and  parks  to  accommodate  the  continually 
growing  attendance,  already  exceeding  9,000,000  an- 
nually. 

Programs  of  the  Department  of  Agriculture  are 
projected  at  the  current  level  with  adjustments  only 
for  changes  in  workload  and  the  proposed  continua- 
tion of  the  programs  to  control  vesicular  exanthema 
(a  virus  disease  of  swine),  to  prevent  the  introduction 
of  Mexican  fruit  flies  into  California's  important 
fruit  crops,  and  to  eradicate  host  plants  of  the  beet 
leafhopper.  The  Department  of  Agriculture,  in  co- 
operation with  other  governmental  agencies,  will  con- 
duct research  and  take  other  steps  to  control  the 
recently  discovered  infestation  of  the  Khapra  beetle, 
which  seriously  damages  stored  grain.  If  study  indi- 
cates a  need  for  additional  funds  for  this  purpose,  it 
may  be  necessary  to  amend  the  budget  recommenda- 
tion accordingly. 

Principal  projects  contributing  to  the  increase  in 
capital  outlay  expenditures  for  beaches  and  parks 
include  provision  for  additional  facilities  to  increase 
capacity  at  12  inland  parks  and  four  beaches  and  the 
acquisition  of  lands  adjacent  to  State  parks  and 
beaches  to  round  out  existing  holdings.  The  study 
looking  toward  possible  acquisition  of  the  Central 
Valley  Project  will  be  completed  in  the  current  year ; 
hence  no  appropriation  is  provided  for  this  purpose 
in  1955-56. 

Payments  to  local  governments  for  flood  control 
represent  reimbursements  for  expenses  or  obligations 
incurred  in  cooperating  with  the  Federal  Government 
in  construction  of  certain  authorized  flood  control 
works.  State  assistance  in  this  field  is  generally  for  the 
costs  involved  in  the  acquisition  of  rights  of  way,  flow- 
age  rights  or  easements,  and  relocation  or  replacement 
of  permanent  improvements  as  necessitated  by  project 
construction.  Based  upon  the  anticipated  work  to  be 
undertaken  by  the  Federal  Government,  proposed 
allocations  to  local  agencies  in  the  1955-56  fiscal  year 


are  $8,902,511,  an  increase  of  $2,262,000  over  the  cur- 
rent year. 

Conservation  and  Development  of  Natural   Resources 


(Thousands  of  dollars) 


Actual 
1953-54 
State  Operations: 

Department  of  Agriculture    $10,841 
Department  of  Fish  and 

Game   6,764 

Division  of  Beaches 

and  Parks 2,737 

Division  of  Forestry 10,031 

Division  of  Mines : 

Oil  and  Gas 1,000 

Division  of  Water 

Resources 4,667 

Division  of  Fairs  and 

Expositions    5,604 

Other 331 

Totals,  State  Opera- 
tions      $41,975 

Capital  Outlay: 

Agriculture    $295 

Fairs  and  Expositions 2,281 

Beaches  and  Parks 4,509 

Forestry 1,143 

Fish  and  Game 251 

Reclamation  Board 1,430 

Water  Resources 268 

Wildlife  Conservation 

Board 594 

Oil  and  Gas * 

Totals,  Capital  Outlay    $10,772 
Local  Assistance: 


Estimated 
1954-55 

$11,423 

7,500 

2.831 
10,502 

1,059 

5,093 

5.663 
330 


Proposed 
1955-56 


$12,009 
7,966 


3.288 
11,324 


1,125 
4,314 


5,674 
392 


Change  from 

1954-55 

Amount  Pet. 


$586 
466 


457 
822 


66 
-780 


11 
62 


5.1 
6.2 


16.1 
7.8 


6.3 
-15.3 


0.2 
18.8 


$44,401        $46,091 


$184 
3,971 
3,052 
2.385 
222 
2,530 
352 

2,936 


$171 
2,622 
5,736 
1,313 
81 
2,000 
4 

1,742 
16 


$1,690 

—$13 

—1,348 

2,684 

—1,072 

-141 


3.8 

—7.1 
—34.0 
88.0 
—45.0 
—63.4 
—530  —21.0 
—348  —88.6 

—1,195  —40.7 
16 


$15,631    $13,685   —$1,946  —12.5 


Aid  to  fairs. 

$2,041 
1,313 

$3,542 
6,641 

140 
84 

$2,926 
8,903 

144 
—10 

—$616 
2,262 

4 
—94 

—17.4 
34.1 

Agricultural  commis- 

130 

3.1 

Othcr 

—10 

- 

Totals,  Local  Assist 

$3,4^4 

$10,407 

$11,963 
$71,738 

$1,556 
$1,299 

15.0 

.     $56,221 

$70,439 

)00 

1.8 

*  Less  than  $500. 

Fiscal  Affairs— 

-$29,478,( 

The  State  of  California  will  spend  $29,477,720  in 
the  management  of  its  business  affairs  during  1955-56. 
Approximately  two-thirds  of  this  total  represents  the 
cost  of  tax  collection  and  enforcement  of  the  revenue 
laws,  and  one-third  relates  to  business  management — 
budget  preparation,  centralized  purchasing,  mainte- 
nance and  operation  of  buildings,  disbursing  of  funds, 
auditing,  financial  reporting,  and  similar  activities. 
As  shown  in  the  accompanying  table,  tax  collection  is 
divided  among  three  agencies,  while  management 
duties  are  assigned  to  four. 

One  of  the  principal  recent  developments  in  this 
field  was  the  removal  of  liquor  control  as  a  function 
of  the  State  Board  of  Equalization.  "With  this  move, 
expenditures  by  the  Board  of  Equalization  now  relate 
entirely  to  tax  matters.  In  order  to  afford  an  accu- 
rate comparison  of  Board  expenditures  budgeted  for 
1955-56  with  those  of  the  other  years  shown  in  the  ac- 
companying table,  the  cost  of  liquor  control  activities 
during  1953-54  and  in  the  July-December  period  of 
the  1954-55  fiscal  year  has  been  eliminated. 

At  $28,782,935,  expenditures  for  support  of  the 
several  fiscal  agencies  in  1955-56  will  be  $1,841,000 
more  than  the  total  for  the  present  year.  Recom- 
mended salary  adjustments  account  for  $1,224,000  of 
this  amount,  and  the  remainder  represents  chiefly 
greater  attention  to  tax  auditing  and  increases  in 
service  activities  such  as  the  maintenance  of  buildings 
and  grounds  and  the  purchasing  of  supplies  and 
equipment. 
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Capital  outlay  for  office  buildings  and  other  im- 
provements will  decline  from  $3,027,830  in  the  cur- 
rent year  to  $694,785  for  1955-56.  Several  office  build- 
ings have  been  authorized  for  construction  by  the 
investment  of  trust  funds,  with  repayment  from  the 
rentals  to  be  paid  by  State  agencies.  These  invest- 
ments are  not  included  in  the  budget  totals,  but  the 
expenditures  for  rents  and  interest  will  be  included  in 
future  budgets  after  the  projects  are  completed. 

Expenditures  for  Fiscal  Affairs 


State  Operations: 

Control  and  Management: 

Board  of  Control 

Controller    

Department  of  Finance 
Treasurer  

Subtotals 

Tax  Collection: 

Board  of  Equalization- 
Controller    

Franchise  Tax  Board 

Subtotals   

Totals,  State  Operations 

Capital  Outlay: 

Office  buildings,  etc 

Grand  Totals 


(Thousands  of  dollars) 

Change 
1954- 

Amount 

from 

Actual       Estimated 
1953-54       1954-55 

Proposed 
1955-56 

55 
Pet. 

$20               $24 
1,774             1,734 
6.00S            6,279 

197                 217 

$25 
1,890 
6,694 

219 

$1 

155 

415 

3 

2.7 
9.0 
6.6 
1.2 

$7,999          $S,255 

$8,828 

$574 

7.0 

$12,538        $13,113 

967                9S6 

4,221             4.5SS 

$13,969 
1.047 
4,939 

$S55 

61 

351 

6.5 
6.2 
7.7 

$17,725         $18,687 

$19,955 
$28,783 

$1,267 

6.8 

$25,724        $26,942 

$1,841 

6.8 

$1,355          $3,02S 

$695 

—$2,333 

—77.1 

$27,079        $29,970 

$29,47S 

—$492 

—1.6 

res-$l  27,799,000 

Other  Expenditures 


A  number  of  the  expenditure  items  contained  in 
the  1955-56  budget  program  cannot  be  classified  satis- 
factorily in  any  of  the  six  groups  summarized  above. 
There  are,  for  example,  the  services  of  the  Legislature, 
the  courts,  and  the  Governor's  office  which  apply 
equally  to  education,  highways,  and  any  of  the  other 
broad  governmental  functions.  Other  principal  items 
include  the  regulatory  agencies  of  State  government, 
debt  service,  unallocated  funds  available  to  meet 
emergencies  and  unforeseen  contingencies,  and  several 
miscellaneous  subventions  to  local  governments. 

The  Department  of  Alcoholic  Beverage  Control  is 
a  new  agency  included  for  the  first  time  under  the 
classification  of  regulatory  agencies.  Responsibility 
for  alcoholic  beverage  licensing  and  enforcement  was 
with  the  Board  of  Equalization  until  January  1,  1955 
and  therefore  the  cost  of  this  activity  has  previously 
been  included  with  expenditures  for  fiscal  affairs. 
Amendment  of  Section  22  of  Article  XX  of  the  State 
Constitution  transferred  responsibility  for  alcoholic 
beverage  control  to  the  new  Department  and  also 
made  provision  for  the  establishment  of  the  Alcoholic 
Beverage  Control  Appeals  Board.  For  comparative 
purposes  the  expenditures  for  liquor  control  in 
1953-54  and  the  period  July  1,  1954  through  Decem- 
ber 31,  1954  have  been  summarized  in  this  section  with 
other  regulatory  agencies,  although  the  detail  is  shown 
with  the  budget  for  the  Board  of  Equalization  for  the 
time  that  responsibility  was  with  that  agency.  Since 
the  Appeals  Board  is  being  created  effective  January 
1,  1955,  there  are  no  previous  expenditures  and  thus 
a  portion  of  the  increase  is  attributable  to  this  new 
activity. 

Amounts  proposed  for  expenditure  during  1955-56, 
together  with  corresponding  totals  for  the  current 
year  and  1953-54,  are  shown  in  the  following  table. 


Other  Expenditures 

(Thousands  of  dollars) 

Actual  Estimated       Proposed 

1953-54  1954-55        1955-56 
State  Operations: 

Legislature $3,070  $4,259          $3,339 

Courts    1,426  1,482            1,570 

Executive 437  453                488 

Civil  defense 998  1,041            1,181 

General  administration 1,624  1,747            1,730 

Regulation   and   licensing  13,098  13,730          14,868 
Bond  interest  and 

redemption 3,458  3,358            3,259 

Other 9,002  8,979          10,494 

Totals,  State  Opera- 
tions      $33,112  $35,049        $36,929 

Capital  Outlay: 

Civil  defense  $1,451  $111 

Military  affairs 1,310  1,534            $116 

Public  works  (architecture)  236  370               370 

Unallocated    _  300           1,700 

Totals,   Capital  Outlay  $2,997  $2,315         $2,1S6 
Local  Assistance: 

Return  of  vehicle  license 

fees    $75,627  $75,967        $77,S35 

Return  of  liquor  license 

fees    8,501  9.120           S.SS5 

Aid  for  public  works 1,537  2,545 

Judges'  salaries  and 

retirement   1.S49  1,916            1,916 

Earthquake  and  storm 

damage 1.7S6  — 105          — 182 

Veterans'  housing 

(reimbursement) — 1,249  — 1.3S3           ■ — 200 

Other 437  225               430 

Totals,  Local 

Assistance    $88,4S9  $S8,285        $S8,6S4 

Grand  Totals $124,598  $125,649      $127,799 


Change  from 

1954- 
Amount 

•55 
Pet. 

—$920 

88 

35 

140 

—17 

1,139 

—21.6 

5.9 

7.8 

13.4 

—1.0 

8.3 

—100 
1,515 

—3.0 
16.9 

$1,880 

5.4 

— $111 
—1,418 

—100.0 
—92.4 

1,400 

466.7 

—$129 

—5.6 

$1,868 

2.5 

—235 

—2,545 

—2.6 
—100.0 

1,183 
205 


S3!19 


$2,150 


91.1 

0.5 
1.7 


EXPENDITURE  TRENDS 

State  expenditures  have  risen  steadily  during  the 
last  two  decades,  except  for  a  short  period  during 
"World  War  II  when  functions  were  carried  on  with 
a  curtailed  staff  and  construction  was  pared  to  a  bare 
minimum.  The  increase  was  particularly  rapid  after 
the  war  due  primarily  to  four  factors:  (1)  the  surge 
in  population  growth;  (2)  the  rise  in  the  general 
price  level;  (3)  the  tremendous  construction  backlog 
which  confronted  the  State;  and  (4)  the  improved 
levels  of  service  as  compared  with  prewar  standards. 

Prom  $219  million  in  1936-37  to  $1,530  million  pro- 
posed for  1955-56,  total  expenditures  have  increased 
almost  seven  fold.  During  the  same  period  the  number 
of  people  residing  in  California  doubled  and  the  in- 
come of  California  residents  increased  almost  5.5 
times.  Consequently,  expenditures  budgeted  for  next 
year  amount  to  $117  per  capita  compared  with  $34  in 
1936-37  and  a  $39  average  during  the  five  years  im- 
mediately preceding  World  War  II.  In  terms  of 
income,  expenditure  in  1955-56  will  represent  $5.92 
per  $100  received  by  the  people  of  California,  against 
a  $5.19  prewar  average — an  increase  of  73  cents. 

Day-to-day  operations  of  State  government  cost 
$62.1  million  in  1936-37,  excluding  $21.3  million  for 
unemployment  relief.  The  comparable  total  in  the 
1955-56  budget  is  $414.5  million.  The  number  of  per- 
sons in  State  hospitals  and  correctional  institutions 
has  just  about  kept  pace  with  the  general  population 
growth  in  California.  Enrollments  in  State  colleges, 
however,  have  far  outstripped  this  general  trend. 
Three  new  State  colleges  have  been  added  and  facili- 
ties of  the  older  institutions  have  been  expanded 
tremendously  to  provide  education  for  more  than 
38,000  students  compared  to  a  little  more  than  one- 
fifth  that  number  in  1936-37.  The  University  now 
enrolls  36,650  compared  with  24,500  two  decades  ago. 

A  virtual  revolution  has  taken  place  in  the  opera- 
tion of  mental  hospitals:  from  mere  custodial  care, 
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the  emphasis  has  shifted  to  remedial  treatment  with  a 
goal  of  returning  patients  to  useful,  normal  lives. 
Such  treatment  is  costly,  but  it  effects  a  long-term 
saving  in  human  resources. 

Many  new  correctional  institutions  have  been 
added:  facilities  in  the  Youth  Authority  now  total 
11  compared  with  3  two  decades  ago,  and  5  inore 
prisons  are  operated  by  the  Department  of  Correc- 
tions. 

The  increase  in  capital  expenditures  has  been  even 
greater  than  that  for  state  operations.  Compared  with 
a  mere  $1  million  spent  in  1936-37  on  construction 
other  than  highways,  $81.4  million  has  been  budgeted 
for  next  year.  Capital  outlay  for  highways  has  risen 
from  $20.8  million  to  $211.4  million  in  the  course  of 
these  two  decades.  Highway  user  taxes  and  fees  have 
been  raised  twice  to  provide  the  funds  necessary  to 
finance  an  accelerated  highway  building  program  for 
more  than  6  million  vehicles. 

Expenditures  by  the  State  for  assistance  to  local 
units  of  government  were  $111.7  million  in  1936-37 — 
one-eighth  of  the  $820  million  to  be  provided  next 
year.  Principal  factors  contributing  to  this  growth  in- 
clude:   the    2,375,000    average    daily    attendance    of 


pupils  ill  public  schools  this  year,  compared  with 
1,000,000  in  1936-37;  the  state '  contribution  of  $180 
per  unit  of  attendance  against  $60  for  elementary 
grades  and  $90  for  high  school  and  junior  college 
students  in  the  earlier  year ;  and  average  payments 
to  aged  of  $67  per  month  compared  with  $32  in 
1936-37. 

Many  new  subventions  have  been  added  during  this 
past  20-year  period,  particularly  in  the  field  of  public 
health  and  social  welfare.  The  State  now  returns  to 
local  units  of  government  all  liquor  license  fees  col- 
lected and  most  of  the  motor  vehicle  license  fees 
(withholding  only  those  amounts  needed  for  highway 
bond  interest  and  redemption  and  for  collection 
costs).  In  1936-37  only  half  the  liquor  fees  and  37.5 
percent  of  the  vehicle  license  fee  revenue  were  re- 
turned to  cities  and  counties. 

A  summary  of  State  expenditures — total,  per  capita 
and  per  $100  of  income  to  individuals — is  shown  in 
the  table  below.  Careful  distinction  should  be  made 
between  the  amounts  shown  in  this  tabulation  and 
data  in  the  corresponding  analysis  of  tax  receipts 
presented  in  the  statement  on  revenue  estimates. 


STATE   EXPENDITURE   TRENDS  AND   RELATIONSHIP   TO   POPULATION   AND  INCOME 

State  Expenditures  Expenditures  per  Capita  Expenditures  per  $100  of  Individual  Income 
State                   Capital                Local 

Operations               Outlay            Assistance  Total  State  Capital  Local  State  Capital          Local 

Fiscal  Year                  (Thousands)         (Thousands)      (Thousands)  (Thousands)  Operations  Outlay  Assistance  Total  Operations  Outlay  Assistance  Total 

1936-37 $83,412         $24,090       $111,659  $219,161  $12.96  $3.75  $17.35  $34.06  $1.76  $0.51  $2.36  $4.63 

1937-38 102,023           21,838         119,676  243,537  15.48  3.31  18.15  36.94  2.02  0.44         2.37  4.83 

1938-39 122,968           29,475         134,046  286,489  18.30  4.38  19.95  42.63  2.58  0.61        2.81  6.00 

1939-40 125,583           21,262         135,904  282,749  1S.29  3.09  19.79  41.17  2.49  0.42         2.69  5.60 

1940-41   111,175           20,094         142,596  273.S65  15.89  2.87  20.37  39.13  1.98  0.36         2.55  4.89 

1941-42 8S,627           23,147         146,172  257,946  12.35  3.23  20.38  35.96  1.29  0.33         2.11  3.73 

1942-43 93,963           16,717         140,181  250,861  12.64  2.25  18.86  33.75  1.05  0.19         1.56  2.80 

1943-44 85.18S           15,399         164,074  264,661  10.89  1.97  20.96  33.82  0.73  0.13         1.40  2.26 

1944-45 87,98S           18,091         200,411  306,490  10.60  2.1S  24.13  36.91  0.67  0.14         1.54  2.35 

1945-46 108,979           40,766         192,430  342,175  12.05  4.51  21.29  37.85  0.82  0.31         1.45  2.58 

1946-47 142,109           86,261         241,310  469,6S0  14.66  8.89  24.S9  4S.44  0.94  0.56         1.59  3.09 

1947-48 188,117           97,665         371,942  657,726  18.91  9.82  37.39  66.12  1.17  0.61        2.32  4.10 

194S-49 225,466         167,828         490,031  883,325  22.11  16.45  48.04  86.60  1.33  0.99         2.90  5.22 

1949-50 248,044         258,805         547,9S9  1,054,838  23.65  24.6S  52.25  100.58  1.47  1.54        3.26  6.27 

1950-51 263,055         200,343         542,941  1,006,339  24.1S  18.42  49.92  92.52  1.41  1.07         2.92  5.40 

1951-52 294,4S3         1S0.989         592,600  1,068,072  25.91  15.93  52.15  93.99  1.39  0.85         2.79  5.03 

1952-53 320,282         207,218         649,219  1,176,719  27.04  17.50  54.82  99.36  1.38  0.89         2.79  5.06 

1953-54 346,907         286,897         747,596  1,381,400  28.29  23.40  60.96  112.65  1.40  1.15         3.01  5.56 

1954-55 376,591         313,347         783,355  1,473,293  29.83  24.82  62.05  116.70  1.50  1.24         3.11  5.85 

1955-56 414,515         292,859         822,394  1,529,76S  31.8S  22.53  63.26  117.67  1.61  1.13         3.18  5.92 

Expenditure  data  for  earlier  years  have  been  adjusted  so  that  character  of  expenditures  conforms  to  present  budgetary  procedure. 

Expenditures  per  capita  have  been  computed  on  the  basis  of  population  January  1st,  the  midpoint  of  fiscal  year.  Population  data  and 
income  figures  are  shown  on  page  A-17. 
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CAPITAL  OUTLAY— Continued 

Fiscal  Affairs: 

Department  of  Finance.. ._ 

Division  of  Fairs  and  Expositions: 

State  Fair  and  Exposition ,__ 

Sixth  District  Agricultural  Association 

District  Agricultural  Associations        
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Totals,  Fiscal  Affairs 

Highway  Patrol: 

Department  of  California  Highway  Patrol .. 

Mental  Hygiene: 

Department  of  Mental  Hygiene: 

Departmental  Administration 

Mental  Hospitals: 

Langley  Porter  Clinic. 

Neuropsychiatric  Institute  at  Univer- 
sity of  California,  Los  Angeles 

Agnews  State  Hospital .   _ 

Atascadero  State  Hospital 

Camarillo  State  Hospital     ._ __ 

DeWitt  State  Hospital 

Mendocino  State  Hospital 

Metropolitan  State  Hospital 

Modesto  State  Hospital 

Patton  State  Hospital        

Stockton  State  Hospital. 

New     Mental     Hospital,     near     San 

Institutions  for  Mental  Defectives: 

Fairview  State  Hospital 

Pacific  State  Hospital _ _ 

Porterville  State  Hospital 

Sonoma  State  Hospital 
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CAPITAL  OUTLAY— Continued 

Military  Affairs : 

Military  Department 

Motor  Vehicles: 

Department  of  Motor  Vehicles 

Natural  Resources: 

Department  of  Fish  and  Game 

Wildlife  Conservation  Board.-- 

Department  of  Natural  Resources: 

Division  of  Oil  and  Gas 

Totals,  Natural  Resources. 

Public  Health: 

Department  of  Pubho  Health 

Public  Works: 

Division  of  Water  Resources 

Totals,  Public  Works 

Veterans  Affairs: 

Department  of  Veterans  Affairs: 

Veterans'  Home  of  California 

Totals,  Veterans  Affairs. 

Unallocated  Increased  Cost  of  State  Build- 
ing Program  and   Miscellaneous  Repairs 
and  Improvements _ —   _ 
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Schedule  4 

GENERAL   FUND-STATEMENT   OF   FINANCIAL  CONDITION 
AS   OF  JUNE   30,    1954 


ASSETS 
Cash 

In  State  Treasury. 83,923,487 

In  Transit  from  Agencies 2,744,252 

In  Agency  Accounts 1,894,162 

Total  Cash 88,561,901 

Agency  Revolving  Funds 1,960,846 

Bond  Investments _  50,430,000 

Accounts  Receivable — Current 

Abatements  and  Reimbursements 83,738,361 

Due  from  Other  Funds 1,054,197 

Equities  in  Feeder  Funds.- - - 6,867,964 

Advances  to  Counties  for  Aid  to  Aged,  Blind  and  Needy  Children 10,915,378 

Total  Accounts  Receivable — Current 22,575,900 

Accounts  Receivable — Other  (Fully  Reserved) 

Revenue  Receivable 89,479,846 

Other... 634,351 

Due  from  Other  Governmental  Agencies  and  Funds 34,031,933 

Total  Accounts  Receivable — Other 44,146,130 

TOTAL  ASSETS 8127,674,777 

LIABILITIES  AND  RESERVES 
Liabilities 

Claims  Payable  Filed 83,562,463 

Accounts  Payable- 21,688,549 

Due  to  Other  Funds 2,882,543 

Total  Liabilities 828,133,555 

Reserves 

Reserve  for  Uncollected  Accounts  Receivable — Other 844,146,130 

Reserve  for  Prepaid  Revenue 37,315 

Reserve  for  Uncleared  Collections 422,206 

Reserve  for  Prepaid  Appropriation  Reimbursements  and  Deferred  Abate- 
ments of  Expenditures 1,131,596 

Total  Reserves 45,737,247 

SURPLUS 

Unappropriated  Surplus,  June  30,  1954 822,766,896 

Unencumbered  Appropriation  Balances  Estimated  to  Revert 20,230,633 

Unencumbered  Appropriation  Balances  Chargeable  to  Subsequent  Fiscal 

Years 10,806,446 

Accumulated  Surplus  Available  for  Expenditure 53,803,975 

TOTAL  LIABILITIES,  RESERVES,  AND  SURPLUS- 8127,674,777 
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Transfers  From  Other  Funds: 

School  Bond  Retirement  Fund 

Department  of  Employment  Contingent 
Fund 

Transfers  to  Other  Funds: 

Capital  Outlay  and  Savings  Fund 

Assembly  Contingent  Fund _ 

Legislative  Printing  Fund 

Senate  Contingent  Fund 

Flood  Control  Fund  of  1946 
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Postwar  Unemployment  and  Construction 
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Schedule  1 1 


STATEMENT  OF  BONDED  DEBT  OF  THE  STATE  OF  CALIFORNIA 
AS  OF  NOVEMBER  30,  1954 

This  statement  does  not  include  bonds  issued  under  authority  of  state  instrumentalities,  such  as  the  Toll  Bridge  Authority, 
Water  Project  Authority,  Board  of  State  Harbor  Commissioners,  World  Trade  Center  Authority,  and  state  colleges  and 
the  University  of  California,  which   bonds  are  not  general  obligations  of  the  State. 


Name  of  issue 

Rate  of 
interest 

Date  of 
maturity 

Amount 
authorized 

Amount 
unsold 

Redemption 

to 

November  30, 

1954 

Amount 

outstanding 

November  30, 

1954 

Amounts  in 
sinking  funds  for 
payment  of  prin- 
cipal November 
30,  1954 

GENERAL  OBLIGATION  BONDS 
GENERAL  FUND 

4% 
4% 

4-*h% 

2K^K% 

4M% 

4% 

m% 

4K-5M% 

1-4}*% 

1-5% 

1965 
1916-65 
1921-65 

1932-65 
1934-57 
1932-71 
1917-61 
1923-62 
1926-65 
1952-76 
1955-80 

$3,000,000 
1,000,000 
1,800,000 

8,500,000 

6,000,000 

1,000,000 

18,000,000 

15,000,000 

40,000,000 

250,000,000 

185,000,000 

100,000,000 

$3,000,000 
220,000 
440,000 

2,750,000 

750,000 

425,000 

2,800,000 

3,000,000 

11,000,000 

233,200,000 

75,000,000 

'$3,000,000 

$780,000 
1,360,000 

5,750,000 
5,250,000 
575,000 
15,200,000 
12,000,000 
29,000,000 
16,800,000 

State  Buildings  and  University  Buildings  of 
1925             

22,232,885 

California  State  Parks  of  1927 

California  Tenth  Olympiad  of  1927 

425,000 

First  Highway  of  1909 

r  3 

Third  Highway  of  1919.. 

State  School  Building  of  1949.  - 

{ 

State  School  Building  Aid  of  1952 

110,000,000 
100,000,000 

[         «20,562,486 

State  School  Building  Aid  of  1954     .  _ 

$629,300,000 

$9,000,000 

10,000,000 

10,000,000 

1,000,000 

$210,000,000 

886,715,000 
$5,429,000 

$332,585,000 

$3,571,000 

9,450,000 

8,900,000 

421,000 

$26,220,371 

SELF-LIQUIDATING  BONDS* 

SAN  FRANCISCO  HARBOR 
IMPROVEMENT  FUND 

4% 

4% 

lK-3Ji% 

4% 

1985 

1989 

1952-76 

1985 

$67,466 

$550,000 
500,000 
147,000 

4,746,203 

San  Francisco  Harbor  Improvement  of  19293  _ 
India  Basin  of  19099 

600,000 
432,000 

150,000 
15,368 

$30,000,000 

$30,000,000 
30,000,000 
100,000,000 
100,000,000 
150,000,000 
175,000,000 

$1,197,000 

$6,461,000 

$29,555,000 
11,000,000 
18,650,000 
10,850,000 
4,250,000 

$22,342,000 

$445,000 

19,000,000 

81,350.000 

89,150,000 

145,750,000 

$4,979,037 

VETERANS  FARM  AND 
HOME  BUILDING  FUND 

Veterans'  Welfare  of  1933   

2Ji-3% 

1K% 

2-2H% 

lK-4% 

1H-2H% 

1937-56 
1947-66 
1949-71 
1952-71 
1954-75 

Veterans'  Welfare  of  1943 

$175,000,000 

8585,000,000 

$175,000,000 

$74,305,000 

$335,695,000 

TOTALS,  SELF  LIQUIDATING  BONDS.. 

$615,000,000 

$176,197,000 

$80,766,000 

$358,037,000 

$4,979,037 

TOTALS,  ALL  BONDS _     

$1,244,300,000 

$386,197,000 

$167,481,000 

$690,622,000 

31,199,408 
$659,422,592 

$31,199,408 

Less:  Amounts  in  Sinking  Funds,  November 
SO,  1954,  Available  for  Payment  of  Principal- 

NET  BONDED  DEBT 

1  There   is    $271,496    in    the   Sacramento   State   Building:   Interest   and   Sinking   Fund  in  excess  of  the  amount  necessary  to   retire  all 

outstanding  bonds. 

2  Money  was  transferred  from  the  General  Fund  to  the  Bond  Sinking  Fund  of  1943  to  pay  the  principal  and  interest  on  these  issues 

to  final  maturity  ;  however,   $5,000,000  was  loaned  to  the  Highway  Fund  for  the  Golden  Gate  Bridge  and  Highway  District.  This 
loan  will  not  be  repaid  until  after  final  maturity  of  the  bonds. 

3  Money  is  transferred  from  the  Motor  Vehicle  License  Fee  Fund  to  the  General  Fund  in  the  amount  to  meet  the  annual  interest  and 

redemption  payments. 

4  Money  was  transferred  to  the  School  Board  Retirement  Fund  to  pay  part  of  the  annual  redemption  requirements  on  the  School  Build- 

ing Bonds.  In  addition,  repayments  from  school  districts  and  interest  earned  on  the  bond  funds  is  available  to  pay  part  of  the 
interest  and  redemption  payments. 

5  The  servicing  of  these  bonds  is  primarily  the  responsibility  of  the  San  Francisco  Harbor  Improvement  Fund  and  the  Veterans  Farm 

and  Home  Building  Fund  ;  however,  in  the  last  analysis  they  are  general  obligation  bonds. 

6  Callable  on  or  after  January  2,   1951,   in  the  amount  available  in  the  sinking  fund. 

7  Callable  on  or  after  January  2,   1955,  in  the  amount  available  in  the  sinking  fund. 

8  $500,000  callable  on  or  after  March  1,  1971. 

9  Callable  on  or  after  January  2,   1941,   in  the  amount  available  in  the  sinking  fund. 
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